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RULES AND IMPLEMENTS FOR MONETARY POLICY 


CLARK WARBURTON* 
Federal Deposit Insurance Corporation 


IN ANOTHER ARTICLE, the author has discussed the nature of the 
difficulties with the monetary system which underlie proposals for 
monetary reform by Professor Milton Friedman, Professor Lloyd W. 
Mints, and Henry C. Simons, all of which involve drastic changes in 
the structure and operations of existing banking and loan institu- 
tions.’ The conclusion was reached that the difficulties with our 
monetary system in recent decades have not been due to structural 
elements in the banking and monetary system, but to decisions of 
central bank officials. The underlying situation which led to these 
decisions, it was concluded, was the absence of a suitably defined 
objective for the guidance of central bank operations and an inade- 
quate economic information and analysis service. 

The present article deals with the objective of monetary policy 
and with the probable effects of the method of implementing mone- 
tary policy proposed by Friedman in comparison with the results of 
orientation of the existing central bank mechanism to the same ob- 


* The views expressed are personal only. I am indebted to Professors Milton Fried- 
man and Lloyd W. Mints and Mr. Carter Golembe for helpful comments and criticisms. 


1. Clark Warburton, “Monetary Difficulties and the Structure of the Monetary 
System,” The Journal of Finance, VII (December, 1952), 523-45. For the proposals of 
Friedman, Mints, and Simons, see the following books and articles: Milton Friedman, 
“A Monetary and Fiscal Framework for Economic Stability,” American Economic 
Review, XXXVIII (June, 1948), 245-64, reprinted in Readings in Monetary Theory, 
edited by Friedrich A. Lutz and Lloyd W. Mints (Philadelphia: Blakiston, 1951) (here- 
after referred to as Readings), pp. 369-93; “Commodity-Reserve Currency,” Journal 
of Political Economy, LIX (June, 1951), 203-32, and “Comments on Monetary Policy,” 
Review of Economics and Statistics, XX XIII (August, 1951), 186-91. Lloyd W. Mints, 
“Monetary Policy” (contribution to a symposium in fiscal and monetary policy and 
hereafter referred to as “Symposium”), Review of Economic Statistics, XXVIII (May, 
1946), 60-69; Monetary Policy for a Competitive Society (New York: McGraw-Hill 
Book Co., 1950) (hereafter referred to as Monetary Policy); and “Monetary Policy 
and Stabilization,” American Economic Review, XLI (May, 1951), 188-93. Henry C. 
Simons, Economic Policy for a Free Society (Chicago: University of Chicago Press, 
1948) (hereafter referred to as Economic Policy). 
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jective. Also, some consideration will be given to the problem of 
international monetary relations with domestic monetary policy di- 
rected toward economic stability. 


CHARACTER AND OBJECTIVE OF MONETARY POLICY 


The monetary reform proposals of Simons, Mints, and Friedman 
are based on a group of tenets respecting the character and objective 
of monetary policy. These may be summarized as follows: (1) 
Monetary policy is defined in terms of forces determining the quan- 
tity of money outstanding, not in terms of those influencing rates of 
interest or the conditions prescribed for rediscounting at the central 
bank. (2) Monetary policy is a definite governmental function to be 
carried out by an agency of the federal government. (3) Monetary 
policy should be certain and predictable and must therefore be a 
matter of rules rather than discretionary action by a monetary au- 
thority. (4) Monetary policy should be oriented toward domestic 
economic stability, i.e., the avoidance of business depression and 
maintenance of a high level of economic activity. (5) The best or at 
least an important criterion of monetary policy is stability in the 
value of the monetary unit, i.e., a stable general level of prices.” 

With three of these tenets—the first, second, and fourth—I am in 
complete agreement. With the other two I also agree, but believe 
that some modification is needed in the way they are usually inter- 
preted. With respect to the third tenet, the problem is not described 
with sufficient accuracy by Simons’ famous contrast of rules versus 
authorities. The value of money can be regulated by Congress in ac- 
cordance with its constitutional duty only through some kind of ad- 
ministrative agency empowered dominantly to influence and hence 
maintain effective control over the quantity of the circulating me- 
dium. Consequently, the real problem is not that of rules versus au- 
thorities, but rather that of rules for an administrative authority. 

With respect to the fifth tenet, recognition of price-level stability 
as a test of good monetary policy is frequently accompanied by a 
recommendation that an index of prices be made a statutory guide 
to actions affecting the quantity of money—such actions to be con- 
tractive when the price index has risen and expansive when the index 

2. Simons, Economic Policy, particularly pp. vii, 54, 57, 63, 79, 81, 161-62, 169, 180, 
and 205. Mints, Monetary Policy, particularly pp. 1-2, 5, 8-13, 104-5, 117, 126, and 
154; Symposium, pp. 60 and 63; and “Monetary Policy and Stabilization” p. 190. 
Friedman, Readings, pp. 370 and 379, and “Commodity-Reserve Currency,” pp. 226 
and 229-30. Friedman does not state items 1 and 5 explicitly, but the former is im- 
plicit throughout the articles and the latter is one of the criteria used in appraising the 


relative merits of the gold standard, a commodity-reserve standard, and his proposed 
variant of a “fiat” currency. 
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has fallen. Both Mints and Simons makes this suggestion; and at 
various times it has been considered by congressional committees. In 
1932, in fact, a bill for this purpose was passed by the House of 
Representatives.* However, this does not seem to be the most satis- 
factory rule for use in determining the day-to-day actions of mone- 
tary administrators. Three aspects of the problem of using a price 
index as a direct operating guide for monetary policy have not been 
adequately explored, either by congressional committees or by econ- 
omists, though Mints has indeed given considerable detailed atten- 
tion to the matter of a specific guide for monetary policy.* One of 
these is the kind of price index which is most appropriate for stabili- 
zation; another is whether any existing price index of the right kind 
is sufficiently comprehensive; the third is whether changes in the 
most appropriate price index will give the signals for changes in 
monetary policy with sufficient promptness. 

Mints discusses the relative advantages of wholesale and of retail 
price indexes, and concludes that an index of wholesale prices is 
preferable. An index of retail prices, he states, “would be too insen- 
sitive to give the signal for action as promptly as is to be desired if 
disturbances of considerable magnitude did arise.”” We may agree 
with the greater sensitivity of a wholesale price index. However, 
there are two serious objections to the preference for an index of 
wholesale prices on this ground. One of these relates to the question 
of what price index is most representative of the value of the mone- 
tary unit in the basic transactions of the people in the economy; for, 
as many economists have pointed out, changes in the value of the 
dollar are different for different people, depending upon the use 


3. H.R. 11499, known as the Goldsborough Bill, passed May 2, 1932. This bill pro- 
vided: “It is hereby declared to be the policy of the United States that the average 
purchasing power of the dollar as ascertained by the Department of Labor in the whole- 
sale commodity markets for the period covering the years 1921 to 1929, inclusive, shall 
be restored and maintained by the control of the volume of credit and currency.... 
The Federal Reserve Board, the Federal Reserve banks, and the Secretary of the Treas- 
ury are hereby charged with the duty of making effective this policy.” 

4. Mints, Monetary Policy, chaps. vi and vii, pp. 115~73. In Congressional Hearings, 
consideration has been given to various methods of phrasing an instruction to Federal 
Reserve authorities to direct their actions toward maintenance of a stable level of prices, 
but with insufficient attention to the three aspects of this problem discussed here. Stabi- 
lization, Hearings before the Committee on Banking and Currency, House of Repre- 
sentatives, 69th Congress, 1st Session, on H.R. 7895 (March—June, 1926, and February, 
1927) ; Stabilization, Hearings before the Committee on Banking and Currency, House 
of Representatives, 70th Congress, 1st Session, on H.R. 11806 (March—May, 1928) ; 
Stabilization of Commodity Prices, Hearings before the Subcommittee of the Com- 
mittee on Banking and Currency, House of Representatives, 72d Congress, 1st Session, 
on H.R. 10517 (March-April, 1932) ; and Restoring and Maintaining the Average Pur- 
chasing Power of the Dollar, Hearings before the Committee on Banking and Currency, 
U.S. Senate, 72d Congress, 1st Session, on H.R. 11499 and S. 4429 (May, 1932). 

5. Monetary Policy, p. 136. 











+ The Journal of Finance 


which they make of the money which passes through their incomes. 
From this point of view the value of the monetary unit as reflected 
in a retail price index is far more fundamental than its reflection in 
a wholesale price index. The problem of economic stability and full 
employment is a problem of maintaining the maximum output of 
final products of the economy and of effective demand for such prod- 
ucts. Wholesale prices, though frequently set in the market prior to 
the retail prices of the identical goods or goods made from them, are 
nevertheless derived from the retail prices through the process of 
business men’s expectations of what the latter will be. It is the value 
of the monetary unit for purchasing final products which is most 
vital in connection with the problems of full employment and eco- 
nomic stability. 

Unfortunately, the most comprehensive retail price indexes now 
available are not sufficiently comprehensive to be taken as an ade- 
quate representation of the value of the monetary unit with respect 
to the goods and services included in each year’s output. The De- 
partment of Labor consumers’ price index is based on a sampling 
process which is reasonably representative of roughly one-half of 
the final products of the economy. It is not reasonably representa- 
tive of the other half, which includes new structures, producers’ 
equipment, and consumers goods and services of the types and quali- 
ties bought more largely by the people in the middle- and upper-in- 
come groups than by those in the lower-income groups. As a basic 
guide for monetary policy a reasonably comprehensive index of the 
prices of the final products of the economy—understood to include 
all types of consumers goods and services, structures, and producers’ 
equipment—weighted as nearly as possible in accord with the aggre- 
gate amount spent in a year for the various items is, it seems to me, 
clearly superior, as a general objective of monetary policy, to any of 
the specific suggestions surveyed by Mints. 

The other problem which requires more analysis than Mints gives 
to it is that of sensitivity in order that signals for monetary action 
should be sufficiently prompt. Mints is right that from this point of 
view an index of wholesale prices appears to be superior to an index 
of retail prices. Yet this is really an illusion. The reason for the pri- 
ority of movements in wholesale prices is simply that business men, 
because of the nature of the production and marketing processes, 
find it necessary to make contracts for materials and in so doing to 
anticipate the prices of final products. That is to say, the wholesale 
price index tends to move ahead of a retail price index because of 
the expectations—projections or predictions—of business men. If 
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we are to attain economic stability it is the basis for business men’s 
expectations, rather than the prices they offer for materials and in- 
ventories, which needs stabilization. 

Further, the problem of finding a guide to monetary policy which 
is sufficiently sensitive in time to give prompt signals for action is a 
more subtle one than merely choosing among price indexes. Even a 
wholesale price index is not sufficiently up-to-date. Business men’s 
expectations and plans, as Waddili Catchings has emphasized, tend 
to follow changes in monetary policy by a noticeable lag.® It is the 
monetary policy which precedes business men’s expectations which 
must be stabilized if the sequences of business decisions involved in 
production and marketing processes are not to be continually upset. 
Use of any price index as a criterion for the day-to-day decisions of 
a monetary authority would necessarily mean that changes in the 
direction of monetary policy are always late—always in the nature 
of correction of its own past errors. Earlier proponents of the use of 
a price index as a guide to monetary policy recognized this situa- 
tion, but believed that the lag in policy decisions would not be seri- 
ous. As Irving Fisher said three decades ago: “It is not assumed 
that such corrections would necessarily be complete or final. But, if 
not, the next calculation of the index number would tell the tale and 
further correction would then occur. There would always be some 
deviation from par, but it would always be in process of correction, 
just as an automobile never remains in the exact direction desired 
but its deviation from the true path is being corrected as fast as it is 
made evident.’ 

Adherence to a price index as a guide to monetary policy will 
never eliminate the generation of business fluctuations by the varia- 
tions in the quantity of circulating medium following from the deci- 
sions of the monetary authorities. Use of either a wholesale or retail 
price index as a guide to monetary action would undoubtedly pre- 
vent business fluctuations from being as extreme in the future as 
they have been in the past, but this is not enough to meet the prob- 
lem of maintaining economic stability and full output. In Table 1 
the cyclical turning points in prices and business are compared, for 
the period since 1918, with those in monetary policy. For most of 
the turning points, peaks and troughs in monetary policy are meas- 
ured by those in the effective quantity of bank reserves relative to 

6. Waddill Catchings, “Effects of Changes in Money Supply and Credit on Business 


Planning,” presented before a meeting of the Econometric Society at Chicago, Decem- 
ber 28, 1950. 


7. Irving Fisher, Stabilizing the Dollar (New York: Macmillan Co., 1920), p. xxxix. 
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the estimated needed average rate of growth. At the beginning of the 
1920’s, changes in discount rates were the chief tool of monetary 
policy and consequently data for reserves do not always show the 
actual length of the lag between decisive central bank action and the 
subsequent peaks or troughs in prices and business cycles; the dates 
of changes in discount rates are therefore used for a few of the peaks 
and troughs in monetary policy. : 

The data in the accompanying table suggest that wholesale prices 
tend to lag several months behind decisive changes in monetary pol- 


TABLE 1 | 


CyciicaL Turninc Pornts 1v Monetary Poticy, Prices, AND BusINEsS, 1919-49* 


LAG BEHIND MONETARY 
Poticy (MontHs) 


Prices—-BuREAU OF Whole- Consum- Busi- 

MONETARY Lasor Statistics INpExt BUSINESS sale ers’ ness 

TURNING Poticyt Wholesale Consumers’ Cycie$ Prices Prices Cycle 
Peak Jan., 1920 May, 1920 June, 1920 Jan., 1920 5 6 0 
Trough July, 1921 Jan., 1922 Aug., 1922 July, 1921 6 13 0 
Peak Jan., 1923 Mar., 1923 Nov., 1923 May, 1923 2 10 4 
Trough .Apr., 1924 June, 1924 Apr., 1924 July, 1924 2 0 3 
Peak Nov., 1925 Nov., 1925 Nov., 1925 Oct., 1926 0 0 11 
Trough Feb., 1927 June, 1927 July, 1928 Nov., 1927 4 17 9 
Peak Jan., 1928 Sept., 1928 Aug., 1929 June, 1929 8 19 17 
Trough Mar.,1933  Mar., 1933/1 Apr., 1933 Mar., 1933 0 1 0 
Peak Feb., 1937 Apr., 1937 Sept., 1937 May, 1937 2 7 3 
Trough Aug., 1937 Aug., 1939 June, 1939 June, 1938 24 22 10 
Peak Dec., 1947 ** Aug., 1948 Sept., 1948 Nov., 1948 8 9 11 


Trough. Apr., 1949 Dec., 1949 Dec., 1949 Oct., 1949 8 8 6 


* This table covers all the business cycles recognized by the National Bureau of Economic Research 
for the period since bank reserves were concentrated in the Federal Reserve System, with the exception 
of the brief recessions in 1918-19 and in 1945, which were immediate postwar reconversion phenomena 
and not business cycles in the usual sense. 

+ Month of peak or trough in effective bank reserves relative to estimated normal rate of growth, 
except for the variations described in notes and ** and the first two cases which give the time when 
discount rates on eligible paper had ‘een reduced or raised at most of the Federal Reserve Banks. At 
the beginning of the 1920’s monetary policy was exercised primarily through changes in discount rates, 
with an indirect subsequent effect on the quantity of bank reserves as banks reduced their rediscounting. 
In later years monetary policy was expressed dominantly in open-market operations, ‘direct pressure,” 
or changes in percentage reserve requirements, with a more immediate impact on the effective quantity 
of bank reserves. For the method of measuring the effective quantity of bank reserves, with quarterly 
data, see the author’s articles, “Bank Reserves and Business Fluctuations,’ Journal of the American 
Statistical Association, XLIII (December, 1948), 547—58, and “Theory of Turning Points in Business 
Fluctuations,” Quarterly Journal of Economics, LXIV (November, 1950), 525-49. 

t Month of peak or trough nearest the Burns and Mitchell business-cycle reference date. Wholesale 
price index from Historical Statistics of the United States 1789-1945 (Department of Commerce, 1949), 
p. 344, and Federal Reserve Bulletin. Retail price index from Bureau of Labor Statistics and Federal 
Reserve Bulletin, with quarterly or semi-annual data (prior to 1940) adjusted to a monthly index 
on the basis of data for food and fuel. Because of the limited coverage for the monthly data, the timing 
given for peaks and troughs in consumers’ prices is not fully reliable. 

$ Business cycle reference dates from Burns and Mitchell, as revised, Geoffrey H. Moore, Statistical 
Indicators of Cyclical Revivals and Recessions (National Bureau of Economic Research, 1950), p. 6, 
and Arthur F. Burns, The Instability of Consumer Spending (National Bureau of Economic Research, 
32d Annual Report, 1952), p. 62. 

The index as published gives the trough in February, but the weekly data show the low point 
in the first week in March, which was also the low point in bank reserves. 

{ The computed peak in effective reserves, resulting from a 50 per cent increase in percentage re- 
serve requirements, occurred in November, 1935. However, this did not significantly retard bank credit 
expansion due to the extraordinary amount of reserves built up from gold imports. The significant turn 
in monetary policy in this case was the final increase in reserve requirements which became effective 
in part on March 1 and in part on May 1, 1937. 

** The computed peak in effective bank reserves occurred in December, 1946. However, the decline 
during the first part of the following year was followed by a rise to another peak (nearly as high) in 
December, 1947. The latter represents the actual turn in monetary policy. 
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icy—the range being from less than a month to a year, and the me- 
dian nearly half a year. When the time required for gathering infor- 
mation on prices and tabulating the index is taken into consideration, 
it is clear that monetary policy based on a wholesale price index 
would be likely to continue in the wrong direction, on frequent occa- 
sions, for more than half a year. With the great advances during re- 
cent decades in availability and methods of analysis of factual data 
we can develop a monetary policy with more stability than that re- 
sulting from actions that are typically several months late. 

We should give up the attempt to find the most sensitive price in- 
dex for use as a direct guide to monetary policy, and should substi- 
tute as accurate a computation as can be made of the quantity of 
money needed in the economy to maintain full output and stability 
of prices of final products. Only through use of this kind of a guide 
can the monetary authorities avoid producing business fluctuations 
by continually making wrong decisions in monetary policy and then 
attempting to correct them. Pursuit of this line of thinking leads to 
the conclusion that the most appropriate rule of action for the mone- 
tary authorities is that of maintaining a rate of growth in the quan- 
tity of the circulating medium which will compare with the general 
rate of growth in the total output of final products under conditions 
of “full employment,” with such adjustments as may be needed on 
account of (a) observed trend in the rate of use of circulating me- 
dium for purchase of final products, (6) seasonal variations, and 
(c) any other conditions which have been demonstrated to require 
variations from the calculated line of growth in the quantity of 
money in order to maintain stability of prices of final products.*® 

We have now sufficient factual information in the form of statis- 
tical data to make such a rule superior to the use of an observed in- 
dex of prices, either retail or wholesale, as a guide for the day-to- 
day actions of monetary authorities. However, our data are not suf- 
ficient—because of the necessity of extrapolating the past to the fu- 
ture—to be sure that adherence to such a rule will produce complete 
stability in the level of prices in the final products of the economy. 

8. My statistical studies published elsewhere have suggested about 5 per cent per year 
as the needed rate of growth in the quantity of money in the United States. However, 
the recently published estimates of gross national product in constant dollars for the 
years 1929-50 (United States Department of Commerce, National Income and Product 
of the United States, 1929-1950 [1951], p. 146) indicate an average annual rate of 
growth of output of 2.8 per cent, in comparison with my estimate of 3.6 per cent based 
on the more crude indexes of total production previously available. Friedman’s figure 
of 4 per cent for the needed rate of growth (Commodity-Reserve Currency, p. 207) 
may therefore be more accurate. For a more detailed discussion see my article, “How 


Much Variation in the Quantity of Money Is Needed?” ai ai Economic Journal, 
XVIII (April, 1952), 495-509. 











8 The Journal of Finance 


Consequently, the legislative instructions to the monetary authori- 
ties should provide for frequent review of the results of action under 
the foregoing rule, and for such modification of the previously cal- 
culated rate of increase in the quantity of money as may be needed 
for maintenance of stability in the value of money, measured by a 
reasonably representative index of prices of final products. 

This rule for the operations of the monetary authorities will not 
only produce an adequate degree of stability in the level of prices of 
the final products of the economy, but will also tend to produce sta- 
bility in an index of wholesale prices. However, it should not be ex- 
pected that an index of wholesale prices will be made perfectly 
stable. Two sorts of variations should be expected. First, there may 
be an upward or downward trend in an index of wholesale prices 
relative to the stable index of prices of final products, due to changes 
in the efficiency of production and marketing processes. Second, 
when shifts occur in the character of demand for final products the 
anticipations of business men who are operating in the fields where 
demands are increasing (relatively) may lead to higher wholesale 
prices for materials needed for the production of such goods and 
services prior to the time when compensating changes occur in 
wholesale prices of materials used in producing the goods for which 
demand is decreasing (relatively). That is to say, the normal changes 
in relative prices—under a principle of maintenance of stability of 
a price index representing final products—may have a time dimen- 
sion. Compensating changes in relative prices may not and probably 
will not occur at the same moment of time, and the time intervals 
between them are likely to be sufficiently long to be reflected in sen- 
sitive price indexes. 

One other problem of monetary policy should be mentioned here 
before passing on to a consideration of Friedman’s proposal for the 
implementation of monetary policy. This is the question of whether 
the variations from the computed needed rate of growth in the quan- 
tity of money, for which allowance should be made in the actions of 
monetary authorities, will include changes in the quantity of money 
to offset changes in monetary velocity other than the long-term trend 
in its circuit velocity. Mints believes that the offsetting of changes 
in monetary velocity by changes in the quantity is required, or at 
least is desirable, and gives this as the reason for not favoring a pol- 
icy “of increasing the stock of money at a rate roughly equivalent to 
the rate of increase in the volume of transactions.’” 


9. Mints, Monetary Policy, pp. 123-24. Simons apparently shared this belief, but did 
not suggest a practical way of dealing with it except to the extent that it would be 
accomplished by use of a price index as a guide to monetary policy. See Economic 
Policy, pp. 164 and 331. 
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That such offsetting of monetary velocity by changes in the quan- 
tity of money may at times be desirable is clearly possible. However, 
the need for it has not been demonstrated, as is frequently assumed, 
by the observed factual data for the past. The data for the past show 
that in general the significant deviations from trend in the rate of 
use of money for purchase of final products have been sequential to 
changes in the quantity of money from a steady rate of growth. Ob- 
viously, it is far better to avoid this type of disturbance in monetary 
velocity by maintaining stability and reasonable growth in the quan- 
tity of money than to rely upon attempts to cure its effects through 
variation in the quantity of money. Consequently, the problem of 
allowance for changes in monetary velocity, other than trend in cir- 
cuit velocity, must be regarded simply as a possible element in the 
need for frequent review by the monetary authority of the results of 
its actions and of the relation of those actions to observed changes 
in the level of prices of final products. 


IMPLEMENTATION OF MONETARY Poticy: FIscAL OPERATIONS 
AND 100 Per CENT RESERVES vs. ADEQUATELY ORIENTED 
CENTRAL BANK OPERATIONS AND FRACTIONAL RESERVES 


Friedman’s proposal for monetary reform is a combination of pro- 
posals by Simons and others for 100 per cent bank reserves and for 
use of government fiscal policy (i.e., policy respecting government 
debt and therefore government surpluses and deficits) as a technique 
of implementation of monetary policy. In commenting on these de- 
vices, which in Friedman’s plan are merged together, a few remarks 
about 100 per cent reserves will be made first. 

Substitution of a 100 per cent reserve system for the present frac- 
tional system does not solve any real monetary problem. It merely 
shifts the locale of the problem. Introduction of the 100 per cent re- 
serve system would not, taken by itself, make any change in the 
kind of assets to be held by the monetary system nor in the quantity 
of monetized assets. A 100 per cent reserve system means only that 
all assets of the monetary system would be owned by the central 
bank with a great augmentation of the amount of interbank obliga- 
tions, i.e., between the reserve banks and the commercial banks. A 
100 per cent reserve system would not, as such, reduce the discre- 
tionary powers of Federal Reserve authorities, for it would not per 
se eliminate either rediscounting or open-market operations.’*® The 

10. At one point Friedman apparently assumes that adoption of 100 per cent reserves 
would automatically eliminate rediscounting (Readings, p. 373). This is obviously not 


the case, unless accompanied by arrangements whereby the reserve banks do not obtain 
assets from banks of deposit or loan institutions. 
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results of a 100 per cent reserve system, like the results of a frac- 
tional reserve system, would depend upon the decisions that are 
made with respect to the character and quantity—particularly quan- 
tity—of monetized assets. Consequently, the 100 per cent reserve 
idea is merely part of the operating mechanism, and not the sub- 
stance, of Friedman’s proposal. 

The substance of Friedman’s proposal consists of three elements: 
(1) all money to consist of or be based on (i.e., all assets of the 
monetary system to consist of) government obligations issued to 
meet government expenses, with no issue of government obligations 
except to the monetary system; (2) a set of government expenditure 
and revenue policies to be designed in such a way that under normal 
economic circumstances the former shall exceed the latter by the 
amount of growth in the money supply needed to maintain a stable 
level of prices, and also in such a way that with less than “full em- 
ployment” revenues decline and with full employment and price in- 
flation revenues increase; and (3) once established, the system to 
be left to operate with very little further guidance, and with its rate 
structure revised only at intervals of five to ten years. The general 
theory of this system is like that of many physical self-regulating 
mechanisms, such as a thermostat on a household heating system. 

To be satisfactory in practical use a self-regulating mechanism, 
such as a thermostat, must operate on an acceptably small margin, 
must act promptly and efficiently, and should operate as directly as 
possible on the furnace, engine, or other mechanism which is to be 
regulated. This is as true with devices in the socio-economic world 
as in mechanics. Would Friedman’s fiscal-monetary mechanism be 
sufficiently delicate and reliable to accomplish the result which he 
anticipates? There seem to be weighty reasons for believing that in 
a competitive private enterprise economy the mechanism cannot be 
made sufficiently responsive and would also have undesirable effects 
on government activities and policies. 

Under Friedman’s proposal the basic ingredient in curing a de- 
pression is monetary expansion, and that in stopping a price inflation 
monetary contraction.'’ However, his plan does not provide any di- 
rect link between the occurence of depression or of inflation and the 
quantity of money. The linkage is through the impact of depression 


11. Friedman describes his proposal as providing three lines of defense against changes 
in aggregate demand: (1) automatic adjustment of transfer payments and tax receipts 
to changes in employment; (2) the resulting government deficit or surplus; (3) the 
cumulative effect of the deficits or surpluses on the stock of money (Readings, pp. 
389-90). All of these, except for possible transitory effects which have no substantial 
influence on a condition of depression or inflation, achieve their impact by way of mone- 
tary expansion or contraction. The first two would have only a temporary effect, if any, 
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and inflation, respectively, on the amount of government revenue. 
This would necessitate, in order to operate with adequate speed and 
with enough but not excessive force, a tax system with sufficient pre- 
cision as to yield, shortly after depression or inflation begins, a 
change in the amount of the government deficit which is identical 
(or nearly) with the additional or reduced quantity of money needed 
for restoration of business activity to a state of full employment 
without price inflation, and to accomplish this within a time short 
enough to prevent too great a departure from full employment equi- 
librium to be borne. Is it conceivable that the changing impact of 
any tax structure on revenue resulting from departures from full 
employment or changes in the price level can be anticipated with 
sufficient accuracy or finesse to accomplish this result? The notori- 
ous difficulties encountered by Treasury officials and congressional 
committees in estimating annual deficits and surpluses on the basis 
of existing expenditure and revenue programs, and in estimating the 
cost of new programs and of revenues from new tax proposals or 
changes in tax rates, are concrete evidence of the stupendous prac- 
tical difficulty of achieving the kind of balance needed for successful 
operation of Friedman’s proposal. 

Further, if the tax system should fail to produce the correct size 
of deficit under the condition of “full employment,” then it would 
generate business disturbances by providing either an excessive or 
insufficient monetary expansion. The multitudinous changes which 
are continually occurring in various segments of the economy—even 
with the attainment of a relatively high degree of business stability 
at a high level of employment—would have an impact on the yield 
of any tax system. Is it conceivable that this impact would be so 
slight that it would fail to produce a deficit too small or too large for 
the purpose of maintaining the accretion to the money supply at the 
amount needed for secular growth? Friedman realizes that such er- 
rors may occur, but argues that they would be self-correcting and 
that the system would “keep governmental monetary and fiscal op- 
erations from themselves contributing disturbances.’’” Is this a rea- 
sonable assumption? Is it not far more likely that the errors—even 
though of such a sort as to initiate, ultimately, compensating forces 


on aggregate demand if the adjustment in transfer payments and tax receipts were not 
accompanied by creation or destruction of money. 

Friedman also stresses change in the price level as a fundamental corrective of a dis- 
turbance in aggregate money demand. This is merely an echo of “classical” economics— 
repeating an argument which is valid in the long run, but which ignores the fact that 
the “long-run” is too long to be a satisfactory antidote for depression or inflation. 


12. Readings, pp. 390-91. 
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—would keep the quantity of money in the economy perpetually 
uncertain and perpetually productive of serious economic disturb- 
ances? 

In addition, automatic issue of money as a result of a government 
deficit would result in more temptation than at present to use cur- 
rency expansion as a means of financing government expenditures. 
Friedman is aware of this danger, and argues, correctly, that avoid- 
ance of this result, in any case, depends on a willingness of govern- 
ment legislators and administrators to abide by previously accepted 
rules and development of an overwhelmingly strong tradition in fa- 
vor of doing so.’* However, he does not seem to recognize that de- 
velopment of, and adherence to, such a tradition, which is hard to 
accomplish when the monetary system is relatively independent of 
government financing, would be incredibly difficult when the mone- 
tary system and the revenue system are completely amalgamated. 
His proposal enhances the opportunity for the government to indulge 
for trivial reasons in sprees of currency expansion as serious as those 
which have resulted in the past from government financing in war- 
time. 

Finally, if the temptation to use currency expansion in lieu of 
taxes is resisted, and the government cannot borrow from non-bank- 
ing investors, the government would be placing itself in a financial 
strait jacket. It would be impossible, for example, for the govern- 
ment to borrow to meet new duties or any emergency situation pend- 
ing an overhauling of the tax structure or curtailment of other 
phases of government activity. 

It seems to me inevitable that successful operation of the system 
Friedman proposes would involve such a complicated and yet such 
a delicately balanced set of plans and controls of government expendi- 
tures and government revenues that it could be achieved only by a 
totalitarian government. I cannot agree with the assumption that 
monetary policy can be appropriately implemented, in a private enter- 
prise economy, by means of the difference between government 
revenues and government expenditures. 

Monetary policy should be implemented by control of the quan- 
tity of assets acquired by the monetary system. This is far simpler 
and much easier of accomplishment than control over the quantity 
of the type (or types) of assets which the monetary system is au- 
thorized to acquire. The quantity of money should be divorced from, 
not rigidly tied to, the amount of certain types of debt or other as- 
sets. Likewise, the amount of the government debt and of other 


13. Readings, p. 393, and “Commodity Reserve Currency,” p. 228. 
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types of debt should be divorced from, not tied to, the quantity of 
money. What is required of government fiscal policy is that such 
policy shall not interfere with the quantity of assets acquired by the 
monetary system.’* Likewise, the monetary policy of government 
should not upset or interfere with the scope of government opera- 
tions, nor with the extent to which the financing of them by borrow- 
ing money, without creating it, is deemed desirable. 

Simons’ proposals for implementation of monetary policy through 
fiscal policy avoided the strait-jacket error. He proposed that gov- 
ernment obligations be issued only in two forms: one form which 
would serve as circulating medium or be held as bank assets under- 
neath circulating medium provided by banks; the other, interest- 
bearing obligations which would never be held by banks of deposit.’® 
Such a system avoids the complexities and pitfalls of Friedman’s 
proposal. However, it does not per se solve at all the problem of de- 
termining the quantity of monetized assets. That would still be the 
duty of the makers of monetary policy. It merely shifts the imple- 
mentation of monetary policy to operation of devices for deciding 
the portions of outstanding government obligations which should be 
in each of the two forms and for converting one form to the other if 
necessary. A government agency would have to make decisions and 
it might have to carry out extensive purchases or sales of interest- 
bearing government obligations, either in the open market or direct- 
ly with the Treasury in order to produce the decided-upon-changes 
in the quantity of monetized government debt. Thus it means use, 
on a large scale, of one of the basic techniques of central banking. 

The same result with respect to the quantity of monetized assets, 
with retention of the idea that a government agency should select 
and acquire all assets to be monetized, could be achieved without 
altering the present character of assets held by the monetary sys- 
tem. This would be accomplished by requiring banks of deposit to 
hold 100 per cent reserves with the Federal Reserve Banks. 

The same result with respect to the quantity of monetized assets, 
without change in the present character of assets held by the mone- 
tary system, can also be accomplished by maintenance of the frac- 
tional reserve system.'® To do so requires: (a) use of the same 

14. I recognize the validity of the argument that in an extreme emergency the govern- 
ment may consider inflation to be a justifiable, though inequitable, method of taxation. 
Such a situation, of course, is outside the scope of all proposals designed to promote 


economic stability and a continuous high level of employment. For Friedman’s exclusion 
of a war situation, see Readings, p. 372. 


15. Simons, Economic Policy, pp. 220-30. 


16. This is recognized by Mints, Monetary Policy, p. 186, and implicitly by Fried- 
man, Readings, p. 372, note 4, and “Comments on Monetary Policy.” 
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guide to monetary policy, and therefore the same basic data respect- 
ing price indexes, monetary velocity, and other factors involved in 
the relation of the quantity of money to the amount of employment 
and quantity and value of output; (4) acquisition by the central 
bank of an appropriate amount of assets, which is much smaller than 
in the case of 100 per cent reserves; and (c) maintenance of condi- 
tions under which banks of deposit follow their normal tendency to 
keep their operations extended close to the limit permitted by their 
legal reserves. 

The fractional reserve system under the management of a prop- 
erly run central bank has one important element of superiority over 
the other methods of achieving the kind of monetary policy needed 
for maintenance of “full employment” without price inflation. This 
superiority resides in the flexibility in the character of assets held 
by the individual units (banks) in the monetary system, and the 
consequent ready adaptability to the varied and changing loan needs 
of individuals, enterprises, governments nd other organizations in 
the various parts of the nation. The grea, rc flexibility of a bank, the 
obligations of which serve as circulating medium, over other loan 
enterprises lies in the fact that such a bank can consider applications 
for loans with much less attention to its own cash position. When 
other agencies are “loaned up”—and it is of course profitable to re- 
main close to a “loaned up” position—the meeting of urgent loan re- 
quests may be impossible. A bank is never “loaned up” in the same 
sense as other types of loan institutions, i.e., out of cash. A bank 
can always make an additional loan at once, because the bank’s own 
obligation serves as the cash, or “money,” to be loaned. 

A bank may be “loaned up” in a different sense, meaning that it 
has no “excess” reserve balance at the central bank. In this case, 
making an additional loan means incurring a reserve deficiency 
which must be made good within a few weeks, and if a new loan is 
checked out promptly and is not redeposited in the same bank, the 
remaining amount of the loan will also become a draft on bank’s cor- 
respondent or reserve account.'* However, facing the contingency of 
adverse clearings, or heavy charges on a reserve account also used 
as a clearing balance, is a normal part of a bank’s operations; and a 
bank, for this reason, is accustomed to keeping a sizable amount of 
its assets in a form available for ready disposition. These conditions 


17. Under current regulations, required reserves and deficiencies in reserves are com- 
piled weekly by member banks in reserve and central reserve cities, and semimonthly 
by other member banks. Unless a reserve deficiency is continued for some time, the 
only penalty is an assessment of 2 per cent of the average daily deficiency during the 
computation period. 
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mean that a bank—when making a particularly needy loan or meet- 
ing irregular calls by customers on lines of credit—can make a com- 
pensating adjustment in other loans and investments subsequently 
and on the basis of the bank’s net position with regard to all of its 
loan decisions. From the point of view of the monetary system as a 
whole, this flexibility of banks as loan institutions constitutes a cer- 
tain degree of day-to-day variation in the total quantity of money in 
response to business and consumer needs, without producing mone- 
tary instability over a period of time long enough to produce busi- 
ness depression or price inflation. 

Friedman and Simons claim as an advantage of their proposals the 
removal of government interference with lending and investing which 
results from government control over banks with obligations serving 
as circulating medium.'* However, in their discussion of this inter- 
ference they have not distinguished sufficiently between: (a) dis- 
turbances in the money markets and in property values resulting 
from inappropriate decisions affecting the quantity of money, or 
monetized assets, i.e., from the bad record of central bank policy; 
(6) rules and regulations regarding types of assets eligible for ac- 
quisition by banks adopted ostensibly for the purpose of minimizing 
inflationary pressure, i.e., use of qualitative credit controls as a sub- 
stitute for quantitative control; and (c) other types of “interfer- 
ence” with lending and investing. The first two of these, I agree, are 
undesirable and should be eliminated, and this can be done without 
changing the character of the monetary system. 

In the case of the third group of government “interferences” with 
lending and investing processes, Friedman and Simons seem to imply 
that under a 100 per cent reserve proposal—with the lending and 
investing activities of banks separated from the money-issue and 
check-clearance function—the lending and investing activities could 
be “left free from government control.”'® This is not likely to be 
the case. Governments have deemed it necessary to impose manifold 
types and degrees of control over many sorts of economic activity, 
particularly over those engaged in by “corporations” endowed by 
government with privileges such as perpetual life and limited liabil- 
ity of shareholders. Some permanent controls have been deemed nec- 
essary in the case of non-banking enterprises engaged in lending and 
investing activities, e.g., insurance companies; and other controls 

18. Friedman, “Commodity-Reserve Currency,” pp. 212-13, 229, and 232; Simons, 
Economic Policy, pp. 80 and 182. 


19. Friedman, “Commodity-Reserve Currency,” p. 213; Simons, Economic Policy, 
pp. 80 and 182. 
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may be justified under wartime situations.*° There is no evidence of 
which I am aware that banks, the deposits of which are used as cir- 
culating medium and which are engaged in making business and per- 
sonal loans and investments and which are subject to suitable con- 
trols over the amount of their aggregate assets, need controls which 
may “interfere” with lending and investment processes to any 
greater extent than those deemed necessary for other types of loan 
and investment institutions. 

One of the points of superiority which Friedman claims for a “fiat 
currency” over the commodity-reserve currency is that of technical 
efficiency.*? Technical efficiency is one of the advantages of a central 
bank fractional reserve monetary system under an appropriate guid- 
ing principle. Monetary policy, under this system, can be pursued 
in accordance with its objective, without entangling relationships 
with the extent of borrowing by government or by business concerns, 
and yet with freedom accorded to the establishments in the mone- 
tary system to hold varying amounts of obligations of the national 
government, state and local governments, other social enterprises, 
business concerns, and individuals, Operations by the central bank, 
as the monetary agency of the government, can be adjusted to the 
kinds of obligations available in the market and can be on a scale 
small enough to avoid direct domination of the lending-borrowing 
activities of any sector of the economy. Action by a central bank can 
be taken with the utmost promptness, dependent only on its success 
in obtaining the proper factual data for use in making decisions. 

The fractional reserve device under appropriate central banking 
is a social invention permitting centralized control over one aspect 
of the economy in which such control is vital, with a minimum of 
interference with loaning and investing processes or the markets for 
commodities, debts, or property and with the utmost freedom for de- 
cisions of individuals and business enterprises, including banks, 
with respect to transactions in those markets. With a suitable legis- 
lative guiding principle it offers a greater chance of long-run success 
in maintaining stability in the value of the monetary unit than a 
currency tied directly to the fiscal operations of government. It is 
by far the most effective mechanism yet devised for achieving the 
goal described by Simons: “. . . an economy in which the rules of 

20. In wartime, for example, qualitative credit controls applicable to all types of loan 
institutions may be helpful in reducing types of consumer demand impinging on ma- 
terials needed for armaments and in shifting investor’s funds (i.e., savings) to govern 
ment obligations from other segments of the economy 

21. Friedman, “Commodity-Reserve Currency,” p. 232. 
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the game as to money are definite, intelligible, and inflexible”; and 
“the creation of a national monetary system which will minimize 
monetary uncertainties and provide a definite, secure basis for mone- 
tary anticipations.’”*? Simons was right about “the essential point, 
namely, that definite, stable, legislative rules of the game as to 
money are of paramount importance to the survival of a system 
based on freedom of enterprise” ;** though he failed to recognize how 
admirably the central banking machinery, with the existing type of 
banking institutions, could serve this purpose if given the proper 
directive by Congress. 

The proposals of Friedman and others to discard this mechanism 
—by shifting central bank functions to the Treasury and using gov- 
ernment fiscal policy as the technique for implementing monetary 
policy—would leave the basic problem of determination of monetary 
policy untouched and would substitute a less efficient mechanism 
than the present for the execution of monetary policy. Efforts to 
achieve a satisfactory monetary policy should be directed toward 
(a) adoption of an adequate guide for monetary policy, (4) provi- 
sion of an effective economic information and advisory service, and 
(c) such modifications in the reserve and central banking system as 
may be needed to improve its day-to-day functioning.** 


22. Simons, Economic Policy, pp. 63 and 79. 
23. Ibid., p. 162. 


24. Details of such modifications are outside the scope of this article. Those needed 
are principally of two types: (1) improvements in the administrative set-up of the 
monetary agencies of the federal government and their relations to bank supervisory 
and loan agencies; and (2) revision of the percentage reserve requirements for banks 
of deposit. Some suggestions regarding the former are given in my article, “Co-ordi- 
nation of Monetary, Bank Supervisory, and Loan Agencies of the Federal Government,” 
Journal of Finance, V (June, 1950), 148-69. For the latter, the following changes are 
suggested: (a) inclusion in reserves of the portion of vault cash which consists of obli- 
gations of the Federal Reserve Banks, i.e., Federal Reserve notes at present; (b) con- 
centration of issue of circulating notes in the Federal Reserve Banks so that all issues 
of currency, except subsidiary silver and minor coins, become obligations of the Federal 
Reserve Banks; (c) elimination of the double reserves now required against deposits 
redeposited in other banks, by authorizing banks to deduct their balances in other banks 
from their total deposits when computing deposits subject to reserve; (d) abolition of 
differences in percentage reserve requirements by class of bank or type of deposit; and 
(e) extension of reserve requirements for banks which are members of the Federal 
Reserve System to all banks having deposits subject to check or otherwise used as circu- 
lating medium, accompanied by extension to all such banks, or at least to all insured 
banks, of all privileges of Federal Reserve membership and by aboliticen of formal mem- 
bership in the System. A logical corollary of item (d), as Mints has pointed out (Mone- 
tary Theory, p. 188), would be to transfer all currency issue to member banks, instead 
of its concentration in the Federal Reserve Banks, with the same reserve requirements 
as for deposits. However, this is not necessary for good functioning of the fractional 
reserve system, for the Reserve authorities would always have the information and 
power needed to adjust the aggregate volume of reserves to changes in the proportion 
of the circulating medium consisting of currency. 
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NATIONAL MONETARY STANDARDS AND AN INTER- 
NATIONAL MEDIUM OF EXCHANGE 


Proposals for monetary reform, whether or not they are oriented 
directly on domestic economic stability, must take international 
monetary relations into consideration. As Friedman indicates, the 
commodity-reserve monetary standard proposed by the Grahams, 
like the monetary arrangements embodied in the International Mone- 
tary Fund, envisages a sort of world monetary system which would 
resemble in some ways the traditional international gold standard 
with fixed foreign exchange rates, yet would actually consist of a 
group of national currencies each directed toward domestic stability. 
Friedman’s proposal does not attempt this sort of compromise or 
“hybrid standard.” He agrees with Mints and Simons in the belief 
that the monetary policy of each leading nation should be directed 
toward its own economic stability. Likewise, he recognizes that this 
means flexible exchange rates, but believes that those rates would be 
relatively stable and not subject to erratic fluctuations.”> With these 
views I am in agreement. 

However, the proposal of Friedman gives insufficient considera- 
tion to the provision of monetary arrangements which will facilitate 
and stimulate international trade and at the same time will be con- 
sistent with independent national monetary standards. To accom- 
plish this purpose, there is needed a circulating medium for interna- 
tional trade which is convenient to use throughout the world, which 
is securely based on assets universally acceptable as a store of value 
and monetary base, and which will not increase in a significant de- 
gree the amount of circulating medium in the world. 

The problem of providing a convenient international medium of 
exchange is a more comprehensive problem than merely providing a 
medium of settlement of international trade balances, which was the 
role of gold under the traditional international gold standard and 
continues, tnough less effectively, to be its role under the Interna- 
tional Monetary Fund agreement. In portions of the nineteenth and 
early twentieth centuries when there was the closest approach to an 
international gold standard of the traditional type, the international 
medium of exchange was not in fact gold but sterling. The major 
part of international commercial contracts were made in terms of 
British pounds. These contracts were settled through mutual offset- 

25. Friedman, Readings, p. 379, and “Commodity-Reserve Currency,” p. 229; Mints, 


Monetary Policy, pp. 91-114, especially p. 111; and Simons, Economic Policy, pp. 63 
and 168. 
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ting on the books of British banks and their foreign agencies dealing 
in foreign exchange. Gold was used as a means of balancing accounts 
which could not be offset in sterling. This predominance of sterling 
resulted from the predominant position of England in world trade. 

In the world of today there is no country which handles so large a 
portion of world trade and no national currency which is so univer- 
sally used in international commercial contracts. Nor does it seem 
likely that for many years to come any national currency will occupy 
the place in world trade which was held by sterling in the nineteenth 
and early part of the twentieth century. Further, if international 
trade and monetary relations are to be placed on a basis of mutual 
equality of nations, no national currency ever should occupy such a 
position. In addition, the need for a medium of exchange which is 
convenient to use throughout the world is much greater than former- 
ly because of the development of transportation facilities so that 
travelers and commercial agents can visit many countries in rapid 
succession. 

International monetary arrangements to meet these modern condi- 
tions can be attained by freeing gold from required or customary use 
as central bank reserves held in given ratios to central bank obliga- 
tions, and by using titles to gold ownership as an international cir- 
culating medium. In view of the prevailing prejudice in favor of gold 
and the fact that because of that prejudice gold is still more univer- 
sally accepted as a store of value than any other item of internation- 
al trade, there is no doubt that international commercial relations 
could be greatly benefited by its widespread use as a medium of 
exchange in international transactions. 

The world’s stock of gold, internationally owned, could serve 
admirably as the basis for an international medium of exchange con- 
sisting of drafts on gold accounts. In fact, under a set of national 
currencies gold can have no other function of significance. To serve 
as a genuine international medium of exchange for widespread use, 
rather than to be used merely for occasional settling of trade bal- 
ances, the locking up of gold in the form of required reserves for 
central banks, particularly in the United States, would have to cease. 
To avoid an expansion of the world’s circulating medium and conse- 
quently an expansion of the circulating medium in various countries 
independent of the action of the monetary authorities of those coun- 
tries, it would be essential that the international medium of ex- 
change based directly on gold should have no fiduciary element 
whatever. 
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A mechanism which would use gold in this way is as follows:*° 
(1) abolition of the gold reserve requirements for Federal Reserve 
Banks, simultaneously or subsequently to the adoption by the Con- 
gress of the United States of a suitable guide for monetary policy in 
this country; (2) actual payment of the capital subscriptions to the 
International Monetary Fund in gold, together with an enlargement 
of that capiial, particularly with respect to the subscription by the 
United States, if this appears neded; (3) elimination of the present 
powers of the International Monetary Fund to deal in currencies of 
the various nations and substitution of a power to make gold loans 
to them in the form of gold certificates to be issued by the Fund or 
in the form of balances in gold accounts of national central banks 
with the Fund; (4) authorization to the Fund to accept deposits of 
gold from national central banks for credit to their accounts; (5) 
issue by the International Monetary Fund of gold obligations in the 
forms of accounts with national central banks and traveler’s checks, 
and perhaps also gold certificates in denominations suitable for in- 
ternational use but not small enough to be used as local currencies; 
(6) agreement by the nations associated with the Fund to maintain 
stated rates at which their central banks will buy, with their own 
currencies, Fund gold certificates or drafts on accounts of the Fund, 
and at which they will sell such certificates or drafts unless their 
holdings of Fund accounts are exhausted; (7) substitution of the 
foreging agreements for the present gold par values of the various 
currencies, with similar or appropriately revised conditions for mak- 
ing changes in the rates;** (8) adoption of the metric unit of weight 
as the unit of the international gold currency furnished by the Fund; 
and (9) such provisions for redemption of the Fund certificates and 
accounts in gold as may be deemed necessary and desirable. 

For the United States, the obligation to maintain a stated parity 
relation with the gold certificates and accounts of the International 
Monetary Fund would replace the present requirement to buy gold 
at a given price per ounce, and that obligation of the Treasury 
should therefore be repealed. However, gold would remain an asset 
of the Federal Reserve Banks, chiefly in the form of certificates or 

26. See Clark Warburton, “The Tripartite Problem of Scarce Currencies,” Political 


Science Quarterly, LXIV (September, 1949), 388-404, for an earlier presentation of the 
plan and a discussion of its relation to the “scarce currency” problem. 


27. More flexibility in exchange rates than is consistent with the present International 
Fund agreement is probably needed, in view of the experience of the International 
Monetary Fund to date. (See, for example, the discussion in “Exchange Control and 
Flexible Rates,” The Economist, August 18, 1951, pp. 408-10). However, with the pur- 
chasing power of the dollar kept stable, there would be less need in other countries for 
“flexible” or “floating” rates than is suggested by the experience of recent years. 
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accounts of the International Monetary Fund, rather than in the 
present form of certificates of the United States Treasury. 

Under such a plan, the real value or purchasing power of the Fund 
monetary unit, and hence that of gold, would be a composite of the 
purchasing power of the currencies of the leading nations. With the 
present leading position of the United States in world production, 
outside of the Soviet Union, the purchasing power of the Internation- 
al Monetary Fund currency would remain close to that of money 
in the United States. With domestic monetary policy of the United 
States geared to maintenance of stability of prices of final products, 
there would be no vagaries of monetary policy in the United States, 
such as the severe monetary contraction of the early 1930’s and the 
predictions of inflation which resulted in depreciation of the value 
of the dollar in 1950, to cause serious economic disturbances 
abroad. 

This type of gold-based international medium of exchange, in 
conjunction with various national currencies, would provide a work- 
able world monetary system which would foster the abolition of 
limitations on international trade without elminating the ability of 
each nation to manage its own currency in accordance with its own 
domestic needs. With national currencies in the leading nations each 
directed toward economic stability without inflation, the system 
would combine the best features of the international gold standard 
and of separate national standards. 











SOME FINANCIAL ASPECTS OF THE CANADIAN 
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A REVIEW OF ECONOMIC indicators clearly shows that the Canadian 
economy in the past few years has undergone tremendous expansion. 
Indices of industrial production, employment in manufacturing, na- 
tional income, etc., have risen markedly. However, throughout 1951 
and the early part of 1952 residential construction has been a very 
noticeable exception to this pattern of growth. The significance of 
this drop in house building is apparent from statements of Canadian 
government housing officials indicating that “(Canada may be facing 
by 1955 a housing situation similar to that existing in 1945 with 
backlog requirements larger than ever before. . . . (so that) perhaps 
between 115,000 and 120,000 new housing units per annum will then 
be necessary.”’ In view of the fact that the greatest number of new 
housing units completed in Canada in any year has been 92,000 
(1950) and that housing starts declined 24 per cent in 1951 to 
72,000 units,? it seems appropriate to examine the possibility of 
achieving a building program of the magnitude envisaged by gov- 
ernment economists within the limits of existing Canadian housing 
legislation. 


THE CANADIAN GOVERNMENT PoLicy FOR FINANCING 
HousInc* 


Institutional lending on the security of real property is limited by 
law in Canada to life and fire insurance companies, loan and trust 
companies, and fraternal societies. Inasmuch as commercial banks 


* The views expressed in this paper are personal and do not reflect the position of any 
agency, public or private, with which the writer has been or is associated. Professors 
Fred E. Case and John Clendenin kindly read early drafts of this article. 

1. O. J. Firestone, “How Housing Shortage Snowballing,” Financial Post, Toronto, 
September 22, 1951. This paper is not concerned with the appropriateness of this esti- 
mate, but rather takes it as a given, and examines methods by which such an output 
could be achieved. 

2. Annual Report, 1951 (Ottawa: Central Mortgage and Housing Corporation, 1952), 
p. 3. 

3. This paper is concerned only with financial aid given by the government to citizens 
building new homes. The problems of government-owned housing are not considered. 
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are prohibited by the Bank Act* from making real estate loans, and 
there are no organizations in Canada equivalent to the saving and 
loan associations in the United States, the bulk of institutional mort- 
gage lending in Canada is done by life insurance companies.° 

The Dominion Housing Act of 1935, the first major Canadian 
housing legislation, attempted to stimulate employment in the resi- 
dential building industry by reviving mortgage lending activity of 
the life insurance, loan and trust companies. By this Act, the gov- 
ernment was authorized to participate with lending institutions in 
making loans, and although the government has become the largest 
owner of residential property in Canada, this basic philosophy has 
remained. Indeed, in spite of wartime reports calling for large scale 
public housing in the postwar period,® the National Housing Act of 
1944, as administered by the Central Mortgage and Housing Cor- 
poration (the Canadian Housing and Home Finance Agency) has 
led to a continuation and expansion of the credit approach. 

The basic method of operation under the legislation is through 
joint loans. Terms and conditions of lending have varied from time 
to time, but basically the operation of the joint-lending program is 
as follows. A potential home-owner, who owns his own land, applies 
to the life or fire insurance company, loan or trust company of his 
choice for the mortgage loan. Processing of the application is carried 
out by the lending institution and the administration of the entire 
procedure is within its jurisdiction. If the applicant desires a con- 
ventional loan the lending institution is restricted by the Canadian 
and British Insurance Companies Act to making a loan of only 60 
per cent of the approved lending value of the property’ and the rate 
_ of interest is generally 6 per cent. However, on a joint loan the lend- 
ing institution can supply a mortgage for 80 per cent of the lending 
value at a rate of interest of 4.5 per cent and the loan is amortized 
over twenty years. This is possible through provisions of the Na- 
tional Housing Act whereby the Central Mortgage and Housing Cor- 
poration advanced 25 per cent of the loan and the lending institution 
75 per cent.* Thus on a $10,000 unit, for example, a loan of $8,000 
can be obtained, of which $6,000 consists of lending institution 
money and $2,000 of government money. The government lends its 


4. Revised Statutes of Canada, 1927, Chapter 12, Section 75 (2)c. 


5. Mortgage Lending in Canada, 1950 (Ottawa: Central Mortgage and Housing Cor- 
poration, 1951), p. 36. 


6. See especially Housing and Community Planning (Ottawa: King’s Printer, 1944), 
pp. 193-204. 


7. The Canadian and British Insurance Companies Act, 23 George V, Chapter 46. 
8. The National Housing Act of 1944, 8 George VI, Chapter 46, Part I. 
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share at a rate of interest that enables the lending institution to re- 
ceive a gross return of 5 per cent® on its investment, although the 
effective rate to the borrower is 4.5 per cent. The loan is amortized 
over twenty years and provision is made for taxes and insurance in 
the monthly payments. The mortgage is held jointly by the lending 
institution and the government.’® This is quite different from the 
program in the United States whereby mortgage loans are insured. 
In Canada, the government actually invests money in mortgages in 
conjunction with the lending institutions. 

However, inasmuch as the program reduces the equity of the bor- 
rower to only 20 per cent of the value of the property, the mortgage 
lenders required the government to provide a guaranty to reduce the 
possibility of loss arising from the additional risk which is believed 
to be introduced by the low equity provisions. Therefore, although 
losses sustained are shared by the two lenders in proportion to their 
respective shares of the loan, the government in addition established 
a reserve fund to guarantee the lending institutions an amount of 
any losses up to 15 per cent of their share of aggregate loans made 
under the legislation.’ Thus the legislation enables a borrower to 
receive a loan at a rate of interest lower than that on conventional 
mortgages on property in which he has a small equity, but at the 
same time the earning power and safety of the lending institutions 
are protected. 

In March, 1951, the legislation was modified in detail, although 
not in principle. The effective interest rate earned by the lending in- 
stitutions was raised one-half of 1 per cent to 54 per cent by the Cen- 
tral Mortgage and Housing Corporation in an effort to induce lend- 
ing institutions to continue to make joint loans,’ and, therefore, the 
rate to the borrower had to be raised to 5 per cent. 


THE ROLE oF JoINtT LOANS IN THE CANADIAN 
HousInc PROGRAM 


Although statistics on operations under provisions of the various 
housing acts are not infallible, Table 1 illustrates the role played by 
joint loans in the Canadian housing program. From a post-World 
War II low of 5,300 in 1946, the number of joint loans made in- 
creased over 470 per cent to 25,000 in 1950. When it is observed that 
total units constructed increased slightly less than 190 per cent in 

9. Annual Report, 1951, p. 4. 

10. The National Housing Act of 1944, op. cit., Section 4 (2). 


11. Idem. 
12. Annual Report, 1951, p. 4. 
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the same period, the increasing importance of joint loans to Cana- 
dian building is clearly evidenced. However, there were nearly 10,000 
units less financed by joint loans in 1951 than in 1950, and conse- 
quently the number of housing units completed in Canada declined 
substantially in 1951. This raises an interesting question: ‘Why in 


TABLE 1 


Hovustnc Units Compretep, Units with GOVERNMENT AID, AND Jornt LOANS 
TOTAL AND PERCENTAGE, CANADA, 1935-51 


Percentage 
Units with Completed Joint Loans 
Units Government Joint with Percentage 
Year Completed Aid Loans Gov: csmmau Aid of All Units 
1935 32,900 500 5 1.5 
1936 39,300 1,200 675 3.1 4.7 
1937 48,600 2,400 1,365 49 2.8 
1938 44,000 3,300 2,250 7S 5.1 
1939 51,700 6,300 5,000 12.2 12.2 
1940 52,500 7,000 6,100 13.3 13.3 
1941 56,800 6,600 4,850 11.6 11.6 
1942 47,200 10,300 2,650 21.8 5.6 
1943 36,800 7,800 1,320 21.2 3.6 
1944 42,800 3,800 900 8.9 2.1 
1945 48,500 5,600 1,900 11.5 3.9 
1946 67,200 20,000 5,300 29.7 7.8 
1947 79,200 21,000 8,900 26.5 11.2 
1948 81,200 23,300 12,000 28.7 14.8 
1949 91,000 35,800 22,000 39.3 24.2 
1950 91,700 37,000 25,000 40.0 27.3 
1951* 85,000 20,010 15,124 23.5 17.8 


* Preliminary. 

Sources: 1935-49: O. J. Firestone, Residential Real Estate in Canada (Toronto: University of To- 

ronto Press, 1951), pp. 66, 125, 483, 495: 1950: Mortgage Lending in Canada, 1950 (Ottawa: Central 
Mortgage and Housing Corporation, 1951), pp. 88 and 92; 1951: Annual Report, 1951 (Ottawa: Cen- 
tral Mortgage and Housing Corporation, 1952), pp. 3, 53, ‘and 63. 
a period of prosperity, in face of official desire to maintain a large 
building program, should the government-sponsored housing pro- 
gram fall off by such an absolute amount?” The answer can be found 
by examining the limitations of joint-loan operations. 


LIMITATIONS TO JOINT-LOAN OPERATIONS 


The success of this part of the government housing program de- 
pends upon the willingness of lending institutions to make joint 
loans. It is a joint venture. However, two problems are raised for 
the lending institutions: (1) By granting joint loans they have mort- 
gages on property in which the mortgagor has, by conventional 
standards, a small equity. This may mean that less desirable (i.e., 
more risky) loans are made. The guaranty against losses somewhat 
lessens the risk, but (2) with a large demand for residential housing 
the lending institutions find themselves with portfolios heavily 
weighted with mortgages on residential property. 
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Reluctance on the part of institutional lenders to accept a larger 
share in the program was sensed as early as 1949 by policy makers 
at Central Mortgage and Housing Corporation.’* It was felt by gov- 
ernment officials that construction of houses was being limited by 
lack of equity funds, but instead of negotiating for a new agreement 
on lending values with the lending institutions (say a 90 per cent 
loan as was done in certain cases in other areas of legisation), the 
government adopted a new approach. The same basic provisions as 
those underlying joint loans prevailed, but in addition a borrower 
could obtain from the government a further loan equal to one-sixth 
of the original loan. Thus, on a $10,000 house a borrower could re- 
ceive $8,000 through a regular joint loan plus an additional one- 
sixth of the basic loan or $1,333 from the government. Consequently, 
the down payment was reduced from $2,000 to $777 and so the 
amendment to the Act more than fulfilled its objective of “reducing 
by about 50 per cent the down-payment made by the prospective 
home-owner.’”** In addition, the original guaranty arrangements 
with the lending institutions had to be changed as they now believed 
that loans were being approved to borrowers with too small an 
equity.” 

This change of down-payment requirements stimulated joint lend- 
ing and thus involved the lending institutions in further mortgage 
activity. However, in interpreting the position of the lending insti- 
tutions it is important to note that this same result, i.e., lower down 
payments, could have been achieved by simply changing the ratio of 
loans to lending value, and the fact that the more complicated pro- 
cedure of using a straight government loan was adopted is strong 
evidence to support the belief that the lending institutions did not 
view with favor the expansion of their mortgage portfolios through 
joint loans. 

In 1951 the necessity of speculation over the attitude of officials 
of lending institutions with respect to joint loans was removed, for 
in that year lending institution approval of joint loans dropped about 
17 per cent. There were three main reasons for this decrease: 

1. In the post-World War II years the lending institutions in- 
creased their holdings of mortgages to such an extent, that there was 
a continuous increase in the proportion of their assets held in the 


13. Annual Report, 1950 (Ottawa: Central Mortgage and Housing Corporation, 
1951), p. 7. 


14. Annual Report, 1949 (Ottawa: Central Mortgage and Housing Corporation, 
1950), p. 10. 


15. [bid., p. 15. This provision was suspended on February 6, 1951. 
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form of real estate loans. In 1950 (see Table 2) life insurance com- 
panies had a larger proportion of tneir assets in mortgages than in 
1939, and consequently “some lending institutions reduced their 
mortgage commitments because they felt they had a large enough 
proportion of their Canadian assets in mortgages.’’’® 

2. In March, 1951, the Bank of Canada stopped supporting Gov- 
ernment of Canada bonds and allowed them to sell at a discount. As 


TABLE 2 


Loans ON REAL Estate OUTSTANDING AND ToTaL ADMITTED ASSETS 
Lire INSURANCE COMPANIES, 1939-50 


Loans Outstanding Assets Percentage of Loans 
Year (000) (000) of Assets 
1939 390,794 2,112,906 18.5 
1940 397,736 2,216,061 17.9 
1941 400,394 2,309,313 17.3 
1942 392,032 2,423,774 16.2 
1943 370,784 2,573,906 14.4 
1944 345,022 2,708,754 12.7 
1945 329,303 2,885,908 11.4 
1946 368,329 3,068,109 12.0 
1947 . 452,901 3,281,898 13.8 
1948 588,860 3,482,162 16.9 
1949 721,267 3,853,939 18.7 
1950 886,752 4,115,716 21.5 


Source: Mortgage Lending in Canada, 1950 (Ottawa: Central Mortgage and Housing Corporation, 

1951), p. 34. 
a result the general structure of interest rates rose. Between Janu- 
ary, 1951, and May, 1952, the average yield on provincial bonds in- 
creased more than 1 per cent, on municipal bonds about 1.25 per 
cent, on corporation bonds 0.85 to 1 per cent, and on Dominion of 
Canada 15-year bonds about 0.75 per cent.’* During the same period 
the yield on joint loans increased only 0.5 per cent, so, consequent- 
ly, lending institutions were no longer willing to sell government 
bonds for the purpose of obtaining funds to invest in mortgages. 

3. Finally, the cost of administering mortgage loans has increased 
with the general increase in operating costs in Canada. With the re- 
duction in the differential between gross yields on joint loans and 
bonds, in face of rising costs, lending institutions found “the yield 
on some municipal and corporation issues compared favorably with 
the net yield on mortgages.””?® 

Federal government officials faced with this situation attempted 

16. Norman A. White, “Mortgage Lending,” The Property Owner (Toronto, Janu- 
ary, 1951). 


17. See M. J. Smith, Annual Report, 1951 (Toronto: The Dominion Mortgage and 
Investment Association, 1952), p. 10. 


18. M. J. Smith, “Year End Review of Mortgage Lending Activity,” Monetary Times 
Annual Review (Toronto, January, 1952). 
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to maintain the attractiveness of joint lending by increasing the 
lending institution’s return on joint loans by one-half of 1 per cent 
and by removing the provisions for the additional one-sixth govern- 
ment loan, thus eliminating the possibility of borrowing on extreme- 
ly small equity.’® 

However, the rise in the yield of joint loans did not lead to an in- 
crease in the flow of funds to mortgages and, consequently, the hous- 
ing program in 1951 showed a tremendous drop; indeed, in the last 
seven months of 1951 all mortgage approvals were more than 40 per 
cent below the 1950 level. In face of these facts it is apparent that a 
new approach to mortgage lending on the part of the Canadian gov- 
ernment is necessary if a large building program is to take place in 
Canada in the next few years. Before examining a possible solution 
to this credit problem it is necessary to examine another often neg- 
lected, but important piece of pre-World War II iegislation. 


THE CENTRAL MorTGAGE BANK 


The problem of inducing lending institutions to engage in large- 
scale mortgage lending was also present before World War II dur- 
ing the depression. At that time, because of the large number of de- 
faults and mortgage moratoria in certain provinces, many large 
lending institutions were unwilling to engage in mortgage lending. 

At the same time government housing legislation was based upon 
joint loans, and could be successful only if lending institutions would 
enter a scheme whereby they made loans on property in which the 
mortgagor had an even smaller equity than usual. That they were 
unwilling to do so, in spite of the fact that the government was will- 
ing to underwrite some portion of the loan, is evidenced by the fact 
that between 1935 and 1940 only 8,596 loans were made.”° 

Government officials were convinced that one reason for the reluc- 
tance of lending institutions to making loans was the absence of a 
mortgage market in Canada; once a mortgage was given it necessar- 
ily was held either until foreclosure or repayment. The risk of such 
lending was apparently worth accepting when the interest rate was 
8 per cent, but at 5 per cent it seemed hardly favorable. When eco- 
nomic conditions changed, inducing related changes in income which 
caused many delinquencies in mortgage payment, little could be 
done except to possess the property. By Canadian law the companies 
could hold foreclosed property for seven years only, at the end of 
which time they had to sell it—a difficult thing to do in a depression. 


19. Annual Report, 1951, pp. 34. 
20. Ibid., p. 49. 
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Consequently, faced with this problem and the additional fact that 
mortgage moratoria were preventing foreclosures” in certain prov- 
inces, companies were not willing to engage in even more mortgage 
lending to support the government housing program. 

To try to remedy this situation the Honorable C. A. Dunning, 
Minister of Finance, on May 1, 1939, moved that the House of Com- 
mons consider the proposal of creating a Central Mortgage Bank.** 
The proposed Central Bank was designed (1) to settle the problem 
of the outstanding and delinquent mortgage debt, and (2) to estab- 
lish permanent rediscount facilities for companies which lend on the 
security of real estate. The bank was to have a total capital stock 
of $10 million expressed in shares. Any lending institution which 
bought shares was entitled to secure rediscounting facilities for mort- 
gages. The Bank had the privilege of issuing debentures not exceed- 
ing $200 million. In return for these advantages it was the govern- 
ment’s hope that lending institutions would (1) adjust mortgage 
interest rates down to 5 per cent, (2) write off all arears of interest 
in excess of two years, and (3) readjust outstanding mortgages to 
represent 80 per cent of current value. These conditions referred to 
all rural mortgages and to urban mortgages of less than $7,000. The 
federal government was willing to assume one-half of the adminis- 
trative cost of the new valuation necessary to make the adjustments. 
The Bank was to operate as an integral part of the Bank of Can- 
ada.”* 

The advantage to the lending institutions of such a bank, was, of 
course, that they could now sell mortgages whenever they wished to 
convert their assets from real estate loans to some other form; there 
was a guaranteed market. The entire procdure had to be worked out 
by voluntary agreement between the federal government and the 
lending institutions, because mortgage debt was constitutionally a 
matter of provincial concern. 

The Bill never passed this preliminary stage, for with the out- 
break of war in 1939 and the recovery of the economy, debt prob- 
lems were soon forgotten. There was one important aftermath of the 
legislation, however, for seven years later the objective of the bill 
was achieved by Section 29 of the Central Mortgage and Housing 
Corporation Act whereby the Corporation is given the power to 

21. See H. A. Easterbrook, Farm Credit in Canada (Toronto: University of Toronto 
Press, 1938). 


22. C. A. Dunning, Debates of the House of Commons (May 1, 1939), p. 3667. 


23. See Minutes of Proceedings and Evidence Respecting an Act To Incorporate the 
Central Mortgage Bank (Ottawa: King’s Printer, 1939). 
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“purchase all rights or interest of the lending institution in a mort- 
gage and take an assignment of the said mortgage.”** Consequently, 
the problem of non-liquidity of mortgage assets should never be a 
major deterrent to investment in real estate in Canada, and it is in- 
teresting to note that lending institutions have been reluctant to ex- 
tend their holdings of mortgages for reasons other than lack of 
liquidity.” 
A PossIBLE SOLUTION 


If life and fire insurance companies, loan companies, and trust 
companies are unwilling to extend their operations in the face of in- 
creasing demand for mortgage money is there any other source of 
funds available for financing the Canadian government housing pro- 
gram under the terms now in existence? A possible, and perhaps ob- 
vious, source of funds would seem to be the commercial banks. In 
the United States in 1950, 27.3 per cent of non-farm mortgage re- 
cordings of $20,000 or less were recorded by commercial and mutual 
savings banks. In 1951 the percentage was 26.6 per cent.”® It is esti- 
mated that over 20 per cent of all outstanding mortgage debt on one- 
to four-family non-farm homes in 1950 was held by commercial 
banks in the United States.” Yet in Canada banks have no long- 
term loans on the security of real property, for Section 75 of the 
Canadian Bank Act states “the banks shall not either directly or in- 
directly lend money or make advances upon the security of mort- 
gages or hypothecation of any lands, tenements or immovable prop- 
erty.””*® 

There are, of course, a number of objections to commercial banks 
entering the mortgage market in Canada. Probably the most impor- 
tant is associated with the fact that mortgages are considered a non- 
liquid asset, whereas bank liabilities in the form of demand deposits 
may be highly volatile. However, the establishment of a secondary 
market for mortgages in the Central Mortgage and Housing Corpo- 
ration reduces the importance of this objection substantially. If the 
necessity arises, the Corporation can now operate as the Home Own- 
ers Loan Corporation did in the United States.”® It is also interesting 

24. Central Mortgage and Housing Corporation Act, 9-10 George VI. Chapter 15, 
Section 29(a). 

25. See p. 27. 

26. Housing Statistics (Washington, D.C.: Housing and Home Finance Agency, Janu- 
ary, 1952), p. 34. 

27. Ibid., p. 30. 

28. Revised Statutes of Canada, 1927, Chapter 12, Section 75, (2)c. 


29. See C. Lowell Harriss, History and Policies of the Home Owners’ Loan Corpo- 
ration (New York: National Bureau of Economic Research, 1951). 
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to note the comparative ratios of time to demand deposits in the 
United States and Canada (Table 3). The much higher ratio in Can- 
ada gives support to the supposition that banks could grant mort- 
gage loans with as much safety and success as the commercial banks 
do in the United States. The particularly high ratio of time to de- 
mand deposits in Canada is possibly explained by the fact that de- 
posits which in the United States are placed in saving and loan as- 
sociations are in the commercial banks in Canada. 


TABLE 3 


Ratio oF Time To Demanp Deposits, Att ComMERCIAL BANKs, CANADA 
AND THE UNITED STATES, SELECTED YEARS, 1939-50 


Year Canada United States 
1939 228.9 79.5 
3943 ..... eee 148.5 59.7 
1945 : ; 138.5 43.1 
ae 172.1 55.5 
PaO... ; 177.4 53.9 
Source: Canada Year Book, 1948-49, p. 1035; Canadian Statistical Review (December, 1951), 
p. 62; Federal Reserve Bulletin (January, 1952), p. 51. 


Not only is it reasonable to believe that the Canadian commercial 
banks could operate in this area with a high degree of safety, but 
there are indications that it might be an area for profitable invest- 
ment as well. At present Canadian banks rarely make loans for pe- 
riods exceeding one year and the Bank Act sets a maximum interest 
rate of 6 per cent on these loans. There is no information available 
on rates on different types of loans, but chartered banks’ earnings on 
total loans are published in the Canada Gazette in the statement of 
chartered banks’ current earnings and operating expenses for the fi- 
nancial year. In 1950 the average gross rate of return on these short- 
term loans was slightly less than 44 per cent.*° 

Although it is impossible to make accurate comparisons, a study 
of life insurance companies operating branches in the United States 
indicates that the costs of making and administering mortgage loans 
was less than one-half of 1 per cent in 63 per cent of the cases, where 
mortgage portfolios were over $100 million. This cost includes 
branch office expenses, originating fees, and servicing fees.** With 
over 3,300 branch banks already operating in Canada, this cost 
might be lowered. Indeed, a study of commercial bank lending in 
the United States found, and although the results of the study were 


30. This information was obtained from the Research Department, Bank of Canada, 
Ottawa. 


31. R. J. Saulnier, Urban Mortgage Lending by Life Insurance Companies (New 
York: National Bureau of Economic Research, 1950), p. 162. 
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far from complete, they are indicative, that on the average for com- 
mercial banks the total lending costs were 1.35 per cent of the aver- 
age loan investment.** If this figure were applicable to Canadian 
banks, the vet return on joint loans would be 4.15. 

There is little doubt that the decision of the officials of the Bank 
of Canada to withdraw support from the government bond market 
in March, 1951 was predicated upon the assumption that such ac- 
tion would be a deflationary force within the economy.** The as- 
sumption proved to be entirely correct with reference to housing— 
some 24 per cent less housing units were started in 1951 than in 
1950.** Although other factors may have been influential in causing 
this decline in building, it is evident that the change in the attitude 
of lending institutions towards joint-loans (which was strongly influ- 
enced by the discount on government bonds) was a prime factor in 
the decline.* This result is an interesting illustration of the power 
of the interest rate in allocating resources. Inasmuch as the Cana- 
dian government has seen fit to permit interest rates to be deter- 
mined by forces of supply and demand, it seems appropriate that 
they should take a further step in permitting the free flow of invest- 
ment funds within the country by removing unnecessary limitations 
to commercial bank lending o1. the security of real property. Such 
restrictions as now exist may well be preventing the optimum use of 
funds available for investment in Canada. 


CONCLUSION 


There are, of course, other factors that should be considered with 
reference to this suggestion. Organizational problems within banks 
are undoubtedly such that even if legislative barriers are removed it 
will be sometime before actual lending can be undertaken. Thus 
bank lending will not solve this problem immediately. In addition, a 
careful evaluation of the inflationary effects of such changes should 
be made before any positive action is taken. 

However, if Canadian housing legislation is to continue in its 
present form, new sources of mortgage credit must be found, for it is 
evident that if lending institutions maintain the present proportion 
of their assets held in the form of real estate loans, they will not 


32. C. F. Behrens, Commercial Bank Activities in Urban Mortgage Financing (New 
York: National Bureau of Economic Research, 1952), p. 83. 


33. For example, see Annual Report, 1952 (Toronto: The Dominion Mortgage and 
Investment Association, May, 1952), p. 3. 


34. Annual Report, 1951 (Ottawa: Central Mortgage and Housing Corporation, 
1952), p. 3. 


35. Ibid., pp. 4-7. 





Financial Aspects of Canadian Government Housing 33 


supply enough credit to support the projected building program. It 
is the conclusion of this brief study that commercial banks might 
well be able to enter the mortgage lending field profitably and safely 
and thus make a positive contribution to the Canadian housing pro- 
gram. At any rate there is enough evidence to indicate that commer- 
cial bank executives, government housing officials, and the Bank of 
Canada economists could examine this possibility as a solution if a 
shortage of private credit threatens to limit operation of the present 
Canadian legislation.*® 

36. Shortages in the economic sense are possible only when prices are controlled. The 
argument of this paper is presented to indicate a method by which the present 5 per cent 
interest rate on government-sponsored mortgages might be maintained, rather than to 


justify such a rate or program. It is beyond the scope of this paper to assess the proper 
role of government in housing finance. 











THE CAPITAL LEVY AND DEADWEIGHT 
DEBT IN ENGLAND—1815-40 


MANUEL GOTTLIEB 
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As STUDENTS OF THE HISTORY of public finance well know, the sub- 
ject of a capital levy as a means of coping with war debt is periodi- 
cally a live issue. First proposed in modern form in 1714 at the birth 
of the public debt system in England, it was discussed again with 
greater seriousness after the Napoleonic wars in Britain and after 
the Franco-Prussian War in France in 1870. In the postwar read- 
justments after 1918, the issue of a capital levy was again widely 
debated. 

Interest in the device and the underlying problem with which it 
was designed to cope then faded. The capital levy had nowhere been 
carried through completely; experience with it was untidy; and un- 
der the stabilized conditions of “normal” economic life the capital 
levy appeared too drastic a public policy measure. The Depressed 
Thirties brought new insights, new moods, and new doctrines which 
shifted the focus from the debt as such to changes in indebtedness. 
The monographic capital levy surveys written against this back- 
ground were either clearly hostile or in the balance unfavorable to 
the levy as an effective device of public policy.* Writing in 1945, 
Professor Haig, who knew well the literature and experience of the 
twenties, found it necessary to explain away a view of the capital 
levy as “‘a strange fiscal specimen suitable for entombment in some 
volume like Hubert Hall’s Antiquities and Curiosities of the Ex- 
chequer.””* 

Professor Haig’s protest against neglect appears to be confirmed 
by the recent postwar experience. In at least one western country, 
Germany, in a number of east European countries, and to some ex- 

1. The experience with the capital levy after World War I has been reviewed by 
the author in a parallel study, “Capital Levy after World War I,” Public Finance, 
Finances Publiques (forthcoming No. 4, 1952). 

2. Cf. Hubertus Herz, Teorie der Substanzbesteuerung (Berlin, 1938); U. K. Hicks 
and L. Rostas, The Taxation of War Wealth (Oxford, 1941), chaps. iii, xx-xxx; B. S. 
Chlepner, Le Prélévement sur le capital dans la théorie et dans la pratique (Brussels, 
1925); Shun-Hsin Chou, The Capital Levy (New York: Kings Crown Press, 1945). 

3. See Robert M. Haig, Preface to Chou, Capital Levy and Haig, The Public Finances 


of Postwar France (Vol. LI, “Social and Economic Studies of Postwar France,” 
C. J. J. H. Hayes, ed., New York, 1929), particularly pp. 115 ff. 
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tent in Japan the capital levy as a fiscal device has played an impor- 
tant role in postwar reconstruction.* During the past few years the 
project of a capital levy has been advocated in the British Parlia- 
ment.° A number of outstanding economists have quietly included 
the capital levy in their arsenal of fiscal policy devices.* With such 
instigation it seems worthwhile to recanvass the issues involved in 
the capital levy discussion which has now extended over some two 
centuries. This is the more advisable since problems of deadweight 
debt probably will have for some time to come more than an anti- 
deluvian interest. Moreover, the available monographs do not clear 
up fully the residue of controversy about the subject or isolate the 
main issues and the underlying considerations of public policy bear- 
ing on them.’ 

Partly because our problem is political, it will be presented in his- 
torical form.* This mode of presentation has the special advantage 
of enabling us to isolate under relatively simple conditions a num- 
ber of fundamental issues which might be obscured if they were first 
approached in their more complex present setting. These issues will 
be examined as they emerged after the Napoleonic wars in British 
capitalist society. Analytically, this period is chiefly distinguished 
by the contributions of Hume and Ricardo to the subject. It con- 


4. Cf. my doctoral dissertation, Quest for East-West Settlement in Germany (Cam- 
bridge, Massachusetts, 1952), chaps. v, vi; Eduard Wolf, “Geld- und Finanzprobleme 
der deutschen Nachkriegswirtschaft,” Die Deutsche Wirtschaft Zwei Jahre Nach dem 
Zusammenbruch (Berlin: Deutsches Institute fiir Wirtschaftsforschung, 1947), 256-63; 
Walter W. Heller, “Tax and Monetary Reform in Occupied Germany,” National Tax 
Journal, II (1949), 227-29; W. Conrad, “Ein Jahr Soforthilfegesetz,” Finanzarchiv, 
XII (1951), 487-520; W. Weddigen, “Grundsatzes zum Lastenausgleich,” Finanzarchiv, 
pp. 521-31. Little has been written on the capital levy experience in eastern Europe, 
but for some hints see F. H. Klopstock, “Monetary Reform in Liberated Europe,” 
American Economic Review, XXXVI (1946), 584 ff. On the Japanese experience, see 
H. Shavell, “Postwar Taxation in Japan,” Journal of Political Economy, LVI (1948), 
130-34. 

5. S. P. Chambers, “The Capital Levy,” Lloyds Monthly Bank Review (January, 
1951), pp. 1 ff. 


6. See J. M. Keynes, How To Pay for the War (New York, 1940), pp. 44-51; W. A. 
Lewis, The Principles of Economic Planning (London, Dobson ed., 1949), pp. 38 ff.; 
R. G. Hawtrey, Economic Destiny (London, 1944), pp. 243, 283, 296. For recent 
German thought, see Herz, Substanzbesteurung, p. 51. 


7. Cf. footnote 2 and George Maupas, Le Prélévement sur le Capital (doctoral disser- 
tation, Paris, 1929) ; M. Raiter, Le Prélévement Extraordinaire sur le Capital en France 
et &@ l’Etranger (doctoral dissertation, Paris, 1927); R. Eichorn, Die Einmaligen Ver- 
mégensabgaben im Deutschen Reiche (Jena, 1925). In addition there is at least one 
monograph in Italian, another dissertation in German, and no less than seven additional 
French dissertations dealing with the capital levy experience in central Europe and 
in Italy. 

8. As Sultan emphasized in his very remarkable and stimulating book, “Die poli- 
tischen Momente der Gesellschaftlichen Wirklichkeit strukturnotwendig Bestandteile 
der Theorie [of public finance] sind.” Die Staatseinnahmen (Tiibingen, 1932), p. 19. 
For the implications of this statement, see his methodological analysis, ibid., pp. 6-64. 
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stantly must be borne in mind that this analysis of the capital levy 
problem presupposes a relatively pure form of capitalism and that the 
analysis cannot be applied to other social orders without appreciable 
modification.® 

The public debt was by the middle of the eighteenth century a 
sufficiently prominent feature of the emergent capitalist order that 
Adam Smith singled it out for detailed analysis in the Wealth of 
Nations. Yet the debt, whose constant growth he decried, was not a 
formidable problem in Britain until after the Napoleonic wars. When 
these closed in 1815 the national debt in face value was roughly 
double estimated national income. Annual debt service ran to over 
7 per cent of national income and accounted for over 50 per cent of 
government budgets.’® The debt service necessitated a tax load 
heavy to carry in a society equipped with backward techniques of 
tax administration and resistance to direct taxation. The bulk of the 
taxes servicing the debt were a conglomerate of excises which in the 
aggregate had high collection costs and which distorted consumer 
preferences. The debt to be repaid in gold was incurred in depreci- 
ated paper currency and to a degree was paid for out of inflated 
wartime profits. The regressive taxation reduced wage-earner in- 
comes already rendered low and precarious. The income thus dis- 
placed was transmitted to the propertied class in a form designed to 
minimize its efficient economic use for purposes of business expan- 
sion. “The stockholder or public annuitant as such is not a capital- 
ist,” asserted one protagonist of the period." This was doubly em- 
phasized by Malthus who laid special stress on the economic role of 

9. This kind of segregation between a relatively pure form of capitalism and the 
various kinds of modified social order that have evolved out of it—and are still evolv- 
ing—may do injustice to the continuity in social order and the many constant traits 
involved; but the divergences in institutions, ethos, and working mechanisms are pro- 
found and systematic. See a few comments on this in my papers, “Marx’s Mehrwert 
Concept and Theory of Pure Capitalism,” Review of Economic Studies, XVIII (1951), 
174; “Optimum Population, Foreign Trade and World Economy,” Population Studies, 


III (1949), 168. For analysis of the capital levy after World Wars I and II, see my 
forthcoming, “The Capital Levy after World War I,” Public Finance, Finances Publique. 

10. See Great Britain, Report of the Committee on National Debt and Taxation, 
Cmd. 2800, 1927 (hereafter cited as Colwyn Report or Colwyn Testimony), pp. 234 
ff. The nominal interest rate on the Napoleonic debt appears relatively low because 
of the practice of selling low-interest securities at a considerable discount. See P. Leroy- 
Beaulieu, Traité de la Science des Finance (6th ed., Paris, 1906), 362 ff. The inflation 
of face value over sums raised was almost 50 per cent. See the data and detailed 
discussion in R. Hamilton, An Enquiry into ... Rise and Management of the National 
Debt of Great Britain (2d ed., Edinburgh, 1814), pp. 198 ff. 

11. Richard Heathfield, Elements of a Plan for the Liquidation of the Public Debt .. . 
(London, 1819), p. 22; see also a supplementary tract by the same author, Observations 
on Trade Considered in Reference Particularly to the Public Debt (London, 1822). 
Heathfield was one of the most capable advocates of the capital levy in the period. 
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“third parties” with their “desire for consumption.”’* Finally the 
process of income-displacement brought with it the public market in 
debt securities and its auxiliary agencies, stock-jobbers, financiers 
and international banking houses whose incomes, fortunes and po- 
litical influence are an unavoidable feature of the public debt sys- 
tem."* 

Though these disabilities imposed by the debt may be and have 
been exaggerated, even in retrospect they appear formidable.’* In 
the contemporary mind a debt of sudden growth of this magnitude 
shocked a country conspicuous for its “sullen resistance to innova- 
tion.”’® The contemporary mind could not anticipate the later ex- 
pansion of national income and reduction in interest rates which 
would greatly ease the debt burden. How could one foresee that the 
financial power of the island for a century to come would not be 
strained to the breaking point by major war? Finally, customary 
maxims of statecraft and finance—applicable alike to individuals, 
associations, and collectivities—urged the prudence if not the policy 
of regrading debt with apprehension and of moving toward its re- 
duction. 

Yet reduction of debt by slow and gradual measures had, in the 
experience of the previous century, been extremely difficult. Some 
effort had been made to earmark tax revenues for debt service and 
to provide for its segregated administration. The experience of the 
first three quarters of the eighteenth century, as reviewed by Adam 
Smith, and the cumulative experience through the Napoleonic wars 
as reviewed by Hamilton and Ricardo, strongly indicated that reli- 
ance on such schemes was unsound in view of their record of past 

12. See Malthus, Principles of Political Economy (Boston ed., 1821), chap. vii, Sec- 
tion 9, “Of the Distribution occasioned by unproductive consumers ... ,” pp. 358-70. 


13. On this see some striking vignettes in William Cobbett, Paper against Gold and 
Glory against Prosperity (2 vols., London, 1815—a collection of newsletters available 
in many editions), letter No. ix. See also Karl Marx, The Eastern Question (London, 
1897), pp. 600-606 for an indictment of the practices and role of the contemporary 
international banking houses, which were chiefly Jewish. See also Marx’s Class 
Struggles in France, 1848-1850 (New York: International Publishers, n.d.), pp. 33-38 
for a close analysis of the “finance aristocracy.” The role of the bankers and jobbers 
was, however, the essential one—as Leroy Beaulieu pointed out—of marketing the debt 
among the “capitalists” whose funds were needed but who rarely supported direct 
public subscriptions, preferring the services of trusted bankers and jobbers. See Leroy 
Beaulieu, Traité, Il, 376-96. See Hamilton’s interesting account of the “manner of 
transacting loans,” Enquiry into ... National Debt. 


14. For a rare instance of a milder view of the debt and its disabilities, see J. H. 
Clapham, An Economic History of Modern Britain, The Early Railway Age, 1820-1850 
(2d ed., Cambridge, 1930), I, 312-26. 


15. “Thanks to our sullen resistance to innovation,” boasted Edmund Burke, “thanks 
to the cold sluggishness of our national character, we still bear the stamp of our fore- 
fathers.” Reflections on the French Revolution (Everyman ed., n.d.), p. 83. 
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failure.’® Indeed the American experience at debt repayment, condi- 
tioned as this was by quasi-automatic revenues and marked anti- 
spending traditions and instincts, stands almost alone in a history 
of public debt which but rarely records substantial debt repayments. 

Under these circumstances some of the bolder spirits of the age 
proposed that the debt be repaid by the only means which appeared 
to be available for the purpose, namely, a levy on the capital of the 
country. If, said Ricardo, “we mean honestly to discharge the debt 
we do not see any other mode of accomplishing it.”’* This sugges- 
tion was in fact first made in 1714 by a parliamentary notable, Ar- 
chibald Hutchinson, as a means of disposing of the infant British 
debt.’* But whereas Hutchinson’s suggestion apparently won little 
support in his day, Ricardo’s proposal aroused parliamentary dis- 
cussion and was indorsed by independent writers who presented de- 
tailed proposals to the end indicated by Ricardo.’® These proposals 
were advanced by conservatives. Men of property were sufficiently 
near to authentic Whig doctrine to feel themselves to be the state, 
or as one wrote, “the responsible members of the firm [upon whom] 


16. See David Ricardo, “Essay on the Funding System,” The Works of David 
Ricardo (McCullogh ed., London, 1946), pp. 513-39; Adam Smith, The Wealth of 
Nations (Modern Library ed.), pp. 373 ff. It is interesting to note that the somewhat 
pessimistic conclusions of Smith and Ricardo (and Hamilton as well) were confirmed 
by the dilatory handling of a new and reformed sinking fund arrangement placed in 
effect in 1829 and continued through to 1874. See Colwyn Report, pp. 67 ff. 

17. Ricardo, op. cit., p. 546. See also his Principles of Political Economy and Taxa- 
tion (Everyman ed., 1911), pp. 159-64. 


18. Hutchinson proposed a 10 per cent levy on property. Cf. Karl Diehl, “Die Ein- 
malige Vermégensabgabe,” Die Neuordnung der deutschen Finanzwirtschaft (H. Herk- 
ner, ed., Bd. 156, “Schriften des Vereins fur Sozialpolitik” (Munich and Leipzig, 1918, 
2 vols.), pp. 42-44. 

19. In historical treatments of the problem, the impression is generally given that 
Ricardo was the only public spokesman for a levy. In these terms see Diehl, op. cit., 
pp. 44-54; A. W. Soward and W. E. Willan, The Taxation of Capital (London, 1919), 
pp. 295 ff.; Clapham, Economic History, I, 312. In fact, Ricardo’s advocacy of a levy 
was shared by others. Though the redoubtable William Cobbett did much to prepare 
public opinion for drastic anti-debt action, only in 1815 did he venture to suggest a 
levy and this only indirectly. Connecting the war with the anti-Jacobin policy of the 
British propertied class, he suggested that this class could “dig for it” or repay the debt 
by following the example of the Austrian Crown, selling its plate and personal effects 
and mortgaging its properties) Cobbett, Paper against Gold, II, 40 ff.). Later Cobbett 
opposed Ricardo’s capital levy (Weekly Political Register, XXXV, March 15, 1823). 
But others less celebrated drew Ricardo’s conclusions. See the pamphlets of Richard 
Heathfield (see earlier, p. 11); Anon., Argument for the General Relief of the Country 
from Taxation ...by an Assessment on Property (London, 1839), 16 pp.; “Reduction 
of the Public Debt,” Edinburgh Review, XLVI (1827), 390-414; Pablo Pebrer, Taxa- 
tion, Revenue Expenditure ... Debt of the Whole British Empire .. . and a Prac- 
tical Plan . . . Liquidation of the National Debt (London, 1833); Wilks, A Practical 
Scheme for the Reduction of the National Debt and Taxation . .. by a General Assess- 
ment (1822); Anon., Practical Plan for the Immediate Annihilation of Taxes and 
Equitable Liquidation of the National Debt (1832). The author knows the two latter 
works only from reference in Pebrer. 


Capital Levy and Deadweight Debt in England—1815-40 39 


the consequences will accumulate and finally fall.”*° It could be be- 
lieved with credible support that taxes on wage-earners would be 
shifted in their ultimate incidence back to the employer. With such 
presumptions Ricardo offered his property upon the tax altar in Par- 
liament, stating that if complete redemption of the debt were 
thought too extreme, “why not ask for a smaller contribution from 
the capital of the country for that purpose.’** Though the public 
debt placed a virtual mortgage on private property, its collective 
form rendered service of it more roundabout and costly; it rendered 
the proprietor “less thrifty” by making him “blind” to his “real situ- 
ation”; and it fostered capital flight.?* If the public debt could be 
resolved into the innumerable private obligations of which it was 
compounded each proprietor would “save speedily the required sums 
and disengage himself.”** To the extent that this argument is valid 
it embodies an interesting variation of that tendency to illusion 
which Marx deemed so fundamental in the working of capitalist 
society.** 

Despite the force in the Ricardian analysis, the recommended 
remedy was not indorsed. For one thing it was difficult to believe 


20. Heathfield, Plan for Liquidation, 29. 
21. Hansard, Parliamentary Debates, VIII (February 21, 1823), 221. 


22. See Heathfield, Elements, pp. 2-5; Heathfield, Observations, pp. 21-23; “Reduc- 
tion of the Public Debt,” Edinburgh Review; Pebrer, Taxation, Book I. Ricardo was 
of course quite free of .ae prominent tendency to exaggerate the scale of “pyramiding” 
of indirect taxes. See his exposure of the claim that they were pyramided four to five 
times. Recardo, Political Economy, pp. 147 ff., 154 ff., 163; “There are limits to the 
price which in the form of perpetual taxation individuals will submit to pay for the 
privilege merely of living in their native country” (ibid., p. 164). 


23. Ibid., p. 163. (For a similar, though less perceptive, analysis see Smith, Wealth 
of Nations, pp. 79-81.) The system of borrowing “tends to make us less thrifty—to 
blind us to our real situation.” If the expenses of a war were immediately allocated to 
the taxpayer he would “endeavor on being at once called upon for his portion to save 
speedily” the required amount. But by the system of loans only the interest on this 
amount is called for. The taxpayer “considers that he does enough by saving” this 
interest payment “from his expenditure and deludes himself with the belief that he is 
as rich as before.” The “whole nation by reasoning and acting in this manner” thus 
manage their affairs by a collective illusion and it was apparently in this respect that 
Ricardo believed that a “country which has accumulated a large debt is placed in a 
most artificial situation.” A similar form of illusion has been alleged to exist in the 
false sense of “enrichment” which occurs during and at the end of a war financed by 
inflation and deficit spending. “Es ist sicherlich,” noted Goldscheid, “die paradoxeste 
Erscheinung die wir innerhalf des Besthenden konstatieren miissen, dass ungeheurerste 
Verarmung des Staates méglich ist bei gleichzeitiger riesenhafter Bereicherung eizelner 
seiner Biirger” (Staatssozialismus, p. 19). The famous Colm-Dodge-Goldsmith Report 
noted that “the discrepancy between Germany’s financial superstructure and her ability 
to produce has created a monetary illusion. In terms of the liquid assets which they 
hold the German people appear to be as wealthy as if they had won the war. . . .” Office 
of Military Government for Germany (US), A Plan for the Liquidation of War Finance 
and the Financial Rehabilitation of Germany (Berlin, May, 1946), p. 1. 


24. See my paper, “Marx’s Mehrwert Concept,” op. cit., pp. 169-71. 
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that the benefits of remission of excise taxes would with any cer- 
tainty or promptness be passed on to the employers in the form of 
lower wages.” By the middle of the eighteenth century tax doctrines 
essentially single tax and clear-cut in nature—such as those of John 
Locke, the Physiocrats, and Ricardo—were losing ground.*® The 
basis for the first of Hume’s fundamental objections to Hutchinson’s 
proposal for a capital levy was that it would redeem the debt by a 
tax on the propertied alone and thus pass over the “labourious poor 
[who] pay a considerable part of the taxes by their annual consump- 
tions though they could not advance at once a proportional part of 
the sum required.”** The feeling that the incidence of indirect taxa- 
tion really fell upon lower-income groups grew more certain during 
the nineteenth century. By the time the capital levy project was 
raised in France in 1870 the belief in indirect and multiple taxation 
had acquired the fixity of class prejudice and national tradition.*® 
Moreover, the principle on which Hume rested his indictment of 
the capital levy was even more applicable to exemption from the levy 
of the liberal professions and clerical trades. Incumbents of these 
positions had capacity to pay, they contributed substantially to cur- 
rent taxation, their incomes were little subject to tax shifting, and 
their skills in common apprehension embodied a kind of “immate- 
rial” capital. Inequity appeared to be present in a capital levy which 
was confined to material property. Yet a levy on “immaterial” capi- 
tal could not be assessed fairly or even gauged except by crude cate- 
gorizations; and “collection” would constitute a formidable diffi- 
culty particularly for younger professional persons whose major 
skills were acquired but whose period of highest earnings was yet to 
25. Ricardo’s own admissions and asides would give support to these hesitations but, 
as Seligman noted, “with his characteristic fondness for the larger aspects of a problem, 


he goes on to argue as if these concessions did not invalidate his general doctrine 
(E. R. A. Seligman, The Shifting and Incidence of Taxation [5th ed., New York, 1926], 
149). 

26. Ibid., Book I, chap. vi, and later books. 


27. David Hume, essay on the public debt initially published in 1742, cited here from 
McCulloch ed., A Select Collection of Scarce and Valuable Tracts on the National Debt 
(London, 1842), p. 288. Cf. also Diehl, of. cit., pp. 43 ff. 


28. See any history of French public finance for this viewpoint which was given 
clear expression in the classic treatise of Leroy-Beaulieu. The role of indirect taxation 
in the nineteenth century supported the generalization of Lassalle that each ruling class 
molded a tax system which would shift the tax burden as much as possible onto the 
shoulders of other classes and that, to this effect, the bourgeoisie while it had not “dis- 
covered” indirect taxes had developed this tax system “to an unheard of potency.” 
Ferdinand Lassalle’s Gesamtwerke (Blum, ed., 6 vols., Leipzig), I, 159, 179-83, 387-538. 
For Kari Marx’s earlier statement of the same doctrine, see The Poverty of Philosophy 
(Chicago, 1920), pp. 166 ff. Seligman’s account of Lassalle’s doctrine charges Lassalle 
with an error that Lassalle specifically went out of his way to avoid, namely, that all 
indirect taxes, regardless of the nature of the taxed article and of its ronsumers, were 
shouldered by the working class. See Seligman, Shifting and Incidence, pp. 203 ff. 
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come. John Stuart Mill rated this inequity high enough to waive on 
the strength of it the argument for a capital levy which on other 
grounds he strongly indorsed.”® 

These objections to the capital levy arise from the basic fact noted 
by Hume that the contribution to a property levy will differ in com- 
position and weighting from the contribution to the current tax sys- 
tem. The second fundamental objection to the levy also was formu- 
lated by Hume. This objection points to assessment disparities aris- 
ing out of undervaluation of business and mercantile properties in 
contrast to “visible property” which “would really answer for the 
whole.”*® That the inequities arising from this source could have 
been widespread is self-evident. During most of the nineteenth and 
earlier centuries carrying through a national real property assess- 
ment was a time-consuming undertaking which spanned decades.** 
Experience with real property assessment, moreover, indicated that 
assessment tended to fall into conventional molds riddled with dis- 
parities which were bearable only when stabilized over time, when 
offset wholly or in part by taxes otherwise patterned and when ap- 
plicable only to a relatively small portion of national income.** 
Those who argued on the analogy of the income tax levied and col- 
lected in England during the Napoleonic wars overlooked the greater 
role of estimation in the measurement of capital values and the 
greater tendency to evasion due to the higher scale of the tax.** Of 


29. See J. S. Mill, Principles of Political Economy (Ashley ed., London, 1909), p. 876. 
Reviewing Mill’s reasoning seventy years later, Edgeworth concluded it gave too little 
weight to the compelling force of collective interest and emergency. See F. Y. Edge- 
worth, A Levy on Capital for the Discharge of Debt (Oxford, 1919), p. 8. In wrestling 
with his utilitarian conscience, A. C. Pigou thought the strain in equity could be 
sufficiently resolved by introducing a tax offset on earned income within the relevant 
brackets. See his Political Economy of War (London, 1921), p. 223. The chapter in 
which this passage is located, chap. xvii, “The Aftermath of War,” is a republication of 
his booklet on the capital levy, published separately the preceding year, which spells 
out more adequately the argument first broached in his article in 1918 in the Economic 
Journal. The next presentation by Pigou, aside from testimony before the Colwyn 
Commission, is to be found in the first (London, 1928) edition of his A Study in Public 
Finance, pp. 286-304. See Colwyn Report, 287. 

30. Hume, “Public Credit,” op. cit., p. 288. 


31. See Leon Walras, “Le Cadastre et L’Impot Foncier,” Etudes d’Economie Sociale 
(2d ed., Paris, 1936), pp. 410-44. Walras states that some cadastral surveys were not 
completed in a century while the Napoleonic survey which was fiscal in its goals was 
spread over many years (ibid., pp. 412, 422 ff.). 

32. On this tendency of property assessment, which was conspicuous by the time 
of Adam Smith, see any standard work on public finance such as H. L. Lutz, Public 
Finance (New York, 1947, 4th ed.), chap. xxiv. Compare Alfred Marshall’s famous 
argument on the “synchronization” of various “compensating” inequities in a multiple 
tax system. A. Marshall, Principles of Economics (8th ed., London, 1920), p. 802. 

33. See “Reduction of the Public Debt,” Edinburgh Review, p. 405, for the argu- 
ment that after all the income tax was handled with “very considerable fairness” and 
why should the same fairness not be extended to the capital levy ? On the crucial fact 
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course it was possible to express confidence, as did one protagonist 
of the levy principle, that even on commercial firms “an honorable 
i.e. a faithful return” would be made.** But would this confidence, 
created by fulfilment of relatively small annual taxes, hold up with 
a novel tax pitched at a high rate? 

To these two fundamental objections adduced by Hume may be 
added a third voiced frequently, one gathers, by Ricardo’s contem- 
poraries. If the levy drew proportionately from all taxpayers on the 
basis of a fair assessment, how then could the immense mass of prop- 
erty affected by the levy be transmitted and paid to the government? 
Some proprietors could of course pay in government securities. But, 
as has heen observed, the distribution of government securities is so 
unevenly held that the levy obligations could not be generally satis- 
fied by this mode of payment.*° By combining use of cash and secu- 
rities a larger proportion of proprietors could pay. But the extent of 
payment by these modes would obviously depend upon the scale of 
the levy relative to the intensity of use of cash and securities in the 
“driving of trade.” Since Petty and Locke wrote in the seventeenth 
century, it has been presumed that any attempt to divert sizeable 
liquid balances from their normal channels would generate payment 
strains. In the classical language of Locke, there was a “necessity” 
of a “proportion of money to trade,” hinging upon payment and dis- 
bursement periods and other circumstances which would determine 
“how much money it is necessary to suppose must rest constantly in 
each man’s hands as requisite to the carrying on of trade.’””*® 

Since Locke’s time a succession of theorists and velocity of circu- 
lation statistics over extended time periods have made it increasingly 
plain that the plentiful supply of liquid assets and cash balances 
which appear at first sight to be “idle” since they are held “out of 
circulation” are as illusory as the apparent stillness of a spinning 
top.*’ In terms of the Keynesian analysis in his Treatise the attempt 
to carry through a large mass of capital transactions would tend to 


of the greater difficulty in obtaining capital against income data see the argument and 
authorities cited in Maupas, Le Prélévement, pp. 31-38. 

34. Anon., Argument for the General Relief, p. 12. 

35. Herz, Substanzbesteuerung, pp. 84 ff. 


36. John Locke, “Consequences of the Lowering of Interest and Raising the Value of 
Money,” in The Works of John Locke (London: Ward Lock & Co., n.d.), pp. 572-73. 


37. For a notable elucidation of the “cash-balance” theory, see A. W. Marget, Theory 
of Prices (New York, 1939), Vol. I, chaps. x, xi, xv, xvi. In perhaps the most distinc- 
tive of recent contributions to monetary theory, Alvin Hansen has performed valiant 
service in endeavoring to assimilate the newer Keynesian approach within the frame of 
reference of the older “cash balance approach” (Monetary Theory and Fiscal Policy 
[New York, 1949], pp. 1 ff., 44 ff. 
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compress the ordinary flow of capital transactions and drain the “in- 
dustrial circulation” upon whose fullness hinged the intensity of ef- 
fective demand for goods and services. In the latter-day Keynesian 
language these effects would be symbolized by shifts in the distribu- 
tion of liquid assets between M1 and M2 and by alterations in the 
rates of interest, the scale of investment, and the flow of income re- 
quired to restore a new equilibrium * 

Though Ricardo evinced no doc-rinal appreciation of the extent 
to which liquid assets were tied up in the “driving of trade,” he had 
the practical man’s sense of the disturbance that would be occa- 
sioned by the endeavor to fulfil the levy obligations by payments out 
of income or by drawing on balances of cash and government securi- 
ties. He believed, however, that payment strains could be resolved 
by capital transactions. The persons liable to the levy would be able 
to obtain the funds with which to pay the levy by sale of capital as- 
sets to holders of those government securities which are to be paid 
off with the proceeds of the levy. If both actions were arranged in 
instalments and concurrently, then stockholders would be equipped 
with investable funds to the same extent that levy-payers would be 
searching for investors. Ricardo, with his fine eye for equational 
truisms, felt sure that since their mutual interests were united the 
“stockholders being paid off” and the taxpayers needing funds 
“would not fail to make an arrangement with each other.’*’ Given 
two years for payment—double the period suggested by Ricardo— 
another advocate of the levy answered critics by saying that the op- 
eration had to succeed since it “amounted almost to a mere conver- 
sion of property.’’*® But this conversion involves the transfer of in- 
numerable properties each of which is worked into a unique business 
and social environment. Each such property is a social as well as an 
economic microsm. It has its place in the context of a given commu- 
nity where it recruits its labor and many of its services of supply.* 

38. See the distinction worked out by the Keynes of the Treatise on Money (New 


York, 1930), Vol. I, chap. xv between the “industrial” and the “financial” circulation. 
For the General Theory see any conventional Keynesian work. 

39. Ricardo, “Funding System,” op. cit., p. 546. In Political Economy, this state- 
ment was softened by the following addition: “. . . the national creditor” being repaid 
“will want an investment for his money and will be disposed either to lend it to the 
landholder or manufacturer or to purchase from them a part of the property of which 
they have to dispose. To such a payment the stockholders themselves would largely 
contribute” (Ricardo, p. 164). 

40. Pebrer (Taxation, p. 531), proposed two years with eight quarterly payments. 
Ricardo was more stringent, stating in a speech before parliament that the levy would 
not be imposed “at once” but “by numerous installments over a period of two, three, 
six or twelve months” (Hansard, Parilamentary Debates, VIII [March 13, 1823], 538. 


41. Said Locke, the clear-eyed: “And when the thriving tradesman has got more 
than he can well employ in trade, his next thoughts are to look out for a purchase; but 
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Sizeable displacements in ownership, in equity positions and man- 
agerial functions could be contemplated more readily in a highly 
dynamic society such as that of America during the nineteenth cen- 
tury. But other societies geared to a slower tempo of change and 
mobility would experience considerable difficulty in carrying through 
the property adjustments required by a capital levy.** Precisely for 
this reason the pressures unloosed by the levy would affect sellers of 
property more sharply than potential buyers. This is the most gen- 
eral basis for the objection to the levy project, that “it would cause 
a large quantity of land and other fixed property to be simultane- 
ously brought to market as would occasion a great loss to sellers.”’** 
Only slight alleviation of this pressure would be afforded by concur- 
rent reduction of the ordinary taxes the proceeds of which were used 
to service the debt. While the cumulative effects of tax easement 
would over a long period of time more than offset the strain involved 
in meeting the levy obligations, over a short-time period and cer- 
tainly while payment is in its course, the alleviating effects must be 
imperceptible.** 

Of the two remaining ways of meeting the collection problem in 
terms of money payment one was specifically advocated in the Na- 
poleonic discussion. Conceding the desirability of avoiding “forced 
sales” and the necessity of rendering the levy “practicable and safe,” 
it was proposed that, through working out instalment arrangements 
pledged by a mortgage or otherwise, the span of payment “must be 
accommodated to the respective circumstances of the several par- 
ties.”*° In this way, of course, great pressure could be removed by 
tailoring payment spans to the varied needs of the levy-payers. But 
as more instalment arrangements would be made, and if optional 
they would tend to be favored by taxpayers, certain drawbacks 
would be felt. Instalment provisions contemplate servicing the levy 
out of the proceeds of current income for which a rather consider- 
able forward time period would be required on settled properties. 


it must be a purchase in the neighbourhood where the estate may be under his eye and 
within convenient distance that the care and pleasure of his farm may not take him 
off from the engagements of his calling nor remove his children too far from him or 
the trade he breeds them up in.” Locke, Consequences of the Lowering of Interest, 
p. 584. On resistance to sale, see also De Viti De Marco, First Principles of Public 
Finance (E. P. Marget, trans., New York, 1936), pp. 382 ff. 

42. On the role of social mobility, see P. Sorokin’s classic work, Social Mobility 
(New York, 1927). 


43. “Reduction of the Public Debt,” Edinburgh Review, p. 411. 


44. Pebrer and Heathfield both counted on these alleviatory effects to an important 
degree. Pebrer, Taxation, pp. 512 ff.; Heathfield, Observations on Trade, pp. 54 ff. 


45. Heathfield, Elements of a Plan, p. 20; Anon., Argument for General Relief, p. 11. 








Capital Levy and Deadweight Debt in England—1815-40 45 


But the interest payment on the unfulfilled obligation would then 
become a sizeable element in the payment. Experience with property 
taxation and with enterprises heavily burdened with debt indicates 
that in many years earnings would not permit payments to be made 
out of current income. Failures and business turnover in commercial 
property and trade would take their toll; and the later fiscal history 
indicates a strong tendency for a considerable part of an extended 
tax liability of this order ultimately to be defaulted.*® 

This history also indicates that provisions for extended payment 
inevitably generates political pressures to ease the strain of payment 
or to modify enforcement or distraint proceedings. It also appears 
certain that a drawn-out scheme of payments would tend to become 
assimilated into the current pricing system and thus become subject, 
at least in the basic brackets of incidence, to transfer by price-rais- 
ing to payers whom it was not intended should be burdened with the 
levy.** Then, too, if the levy payment were to be drawn out, the ar- 
gument for shifting its base gains in force. It would seem “more 
rational,” wrote one critic, “not to base it on property that once ex- 
isted but on property that is to be”; while another observed that 
resort to annual taxation would “allow for changes in relative 
riches.’’** 

For all these reasons there is grave question of the serviceability 
of a capital levy intended to be paid out of income by extended pay- 
ments. Such a levy tends merely to displace intensified use of taxes 
already existing with which taxpayers and tax administrators are 
well acquainted. Only unusual circumstances, observed Adam Smith, 
“can induce the people to submit with tolerable patience to a new 
tax’; and Keynes has inferred that since the levy “like all new taxes 
cannot be brought in without friction” it is “therefore scarcely 
worth advocating for its own sake merely in substitution for an ex- 
isting tax of similar incidence.”*® The argument is cogent and pre- 

46. This applies to defaults and arrears in property taxation which are prominent 
in American tax history; but also to the defaults and the uncollectible quota of about 


25 per cent in the Czech and Italian capital levies. See Hicks-Rostas, Taxation of War 
Wealth, pp. 216, 237 ff. 


47. See Goldscheid, Staatssozialismus, pp. 24 ff.; Herz, Substanzbesteuerung, p. 63; 
Wolf, “Geld- und Finanzprobleme,” op. cit., pp. 257-58. 

48. J. Jastrow, “The German Capital Levy Tax,” Quarterly Journal of Economics, 
XXXIV (1920), 467. Hicks-Rostas, Taxation of War Wealth, p. 182, stated that 
“  . . the distribution of the deduction is decided all at once at the time when the levy 
is imposed; in the other case the State has to raise a certain sum every year to cover 
the interest due, the way in which the burden shall be divided among taxpayers being 
decided afresh from year to year. . . .’ With the levy the “distribution of the burden 
among those liable has to be settled once and for all.” 


49. Smith, Wealth of Nations, p. 873; J. M. Keynes, Monetary Reform (New York, 
1924), p. 77. 
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sumably for this reason the device was not regarded with favor by 
the Colwyn Commission in Britain or by the Hicks-Rostas trio 
whose judgment it is that “if a capital levy is to be carried through 
efficiently strong measures need to be taken to ensure prompt pay- 
ment.’”® Many of these drawbacks could be scaled down by compul- 
sorily reducing the span of instalment arrangements, as was in fact 
suggested, but obviously to this extent payment problems and diffi- 
culties of “forced sales” or “forced loans” are introduced.” 

Another alternative arrangement to avoid these difficulties is the 
provision of access to special credit facilities. The state in this case 
would not work out instalment arrangements but would arrange ac- 
cess to private credit for needy levy-payers. But any newly arisen 
desire for credit could only be accommodated by expanding the vol- 
ume of credit as a whole or by the curtailment of bank credit to reg- 
ular commercial users. In the one case, inflation would be generated; 
in the other, deflation. Moreover Leroy-Beaulieu and De Viti De 
Marco noted that in this substitution of private for public credit 
certain illusory features of the collective form of the debt might dis- 
appear but the “particular loans” would be obtained on terms “in- 
finitely more onerous.””** 

It may thus be seen that the problem of collecting a capital levy 
of any considerable magnitude was virtually insuperable under the 
conditions of the nineteenth-century economy. A high proportion of 
the liabilities precipitated by the levy could not be discharged with- 
in a close time period without putting current economic processes 
under severe strain. A capital levy during the nineteenth century 
could neither be equitably assessed on property or collected within 
a relevant time period. Deadweight debt could not be discharged but 
only converted into private debt under possibly more onerous terms. 
It remains to be seen, however, whether the evolution in the twen- 
tieth century of new forms of property, fiscal practice, and record- 
keeping has made the capital levy a more practicable instrument of 
public policy than it was in the nineteenth century.” 

50. Colwyn Report, pp. 275 ff.; Hicks-Rostas, Taxation of War Wealth, p. 200. 

51. Heathfield, Elements of a Plan, p. 22, specified a five-year limit for personal and 
ten-year limit for real property. 

52. See Leroy-Beaulieu, Traité, II, 287-88. The inflation-deflation dilemma of reliance 
on credit facilities for the collection problem was excellently analyzed in Maupas, 
Le Prélévement, pp. 182-87; Herz, Substanzbesteuerung, pp. 58 ff. It was at this point 
that De Viti De Marco picked up the analysis and showed by ingenious reasoning that 
if a levy could only be carried through by the substitution of private for public debt, 
a public debt would be preferable because of its cheaper terms, readier liquidity and 
greater ease of payment (De Marco, First Principles, pp. 377-98). De Marco’s argu- 
ment does not reckon with Ricardo’s positive points noted earlier, but his conclusion 
Is In any case cogent. 

53. See for this my paper, “Capital Levy after World War I,” Public Finance, 
Finance Publique. 
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FoR A NUMBER of years the Department of Commerce has been 
reporting two measures of our nation’s net income, Net National 
Product and National Income.’ As is well known, these concepts of 
income differ because they measure income at product and factor 
prices respectively.* Underlying a considerable part* of the differ- 
ence is the role of indirect business taxes in income generation. 
While these taxes are excluded from National Income which aims to 
measure exclusively the flow of incomes to productive services, they 
are included in Net National Product because they constitute part of 
the price of the goods that have been produced. 

The conceptual foundations of these two measures of net income 
are still questioned by many students of national income economics.° 
At least four different points of view are involved in the continuing 
debate. Two of them tend to support the Department of Commerce’s 
concepts, but the other two cast doubt upon the meaningfulness of 
these dual measures of net income. 

The measurement of income at both product and factor prices is 
supported by the statistical convenience of having an estimate of in- 
come at product prices. Such an estimate can be more readily con- 
verted into a measure of real income.® Since the price indexes that 

1. The author wishes to thank Professor Lawrence H. Seltzer for his very helpful 
comments upon the manuscript of this article. 


2. National Income Supplement to the Survey of Current Business (July, 1947). This 
step was taken because of developments resulting from the 1941 war preparations. See 
Milton Gilbert and George Jaszi, “National Product and Income Statistics as an Aid 
in Economic Problems,” quoted from Dun’s Review (February, 1944), in Readings in 
the Theory of Income Distribution (Philadelphia: Blakiston & Co.), 1946, pp. 44-45. 


3. Gilbert and Jaszi, op. cit., p. 49; Carl S. Shoup, “Development and Use of Na- 
tional Income Data,” A Survey of Contemporary Economics (Philadelphia: Blakiston 
& Co., 1948), p. 295; National Income Supplement (July, 1947), p. 8; and Richard 
Ruggles, An Introduction to National Income and Income Analysis (New York: 
McGraw-Hill Book Co., Inc., 1949), p. 72. 

4. Three other minor bases for this difference are examined toward the end of this 
article. 

5. Shoup, oP. cit., p. 298, notes the continuing controversy over these matters. Simon 
Kuznets in “Government Product and National Income,” Income and Wealth Series I 
(Cambridge, England: Bowes & Bowes, 1951), pp. 178-245, provides a particularly 
penetrating account of this controversy as well as indicating completely his own po- 
sition on the matter. 

6. A. C. Pigou takes this position. See The Economics of Welfare (London: Mac- 
millan Co., 1929), p. 41. 
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are used to deflate dollar incomes reflect indirect business taxes, it is 
convenient if the money income estimates that are to be corrected 
also include the effects of these taxes. The statistical job of deflating 
the money income figures is much simpler. This argument actually 
does not give meaning to the measurement of income at product 
prices but points out the convenience of such a measure of income if 
the concept that underlies it can be justified upon other grounds. 

The most fundamental argument for the measurement of income 
at product as well as at factor prices is the fact that only this meas- 
ure of income fully exhausts the price of the product produced.’ 
This price makes possible not only the flow of incomes to productive 
services but the payment of indirect business taxes. It is therefore 
only partially explained by factor prices and is fully accounted for 
only by a measure of income that takes account of indirect business 
taxes. 

A third point of view questions the propriety of the Department of 
Commerce’s concepts of both Net National Product and National 
Income and leads to a new single measure of net income at factor 
prices.* This approach is concerned with the beneficiaries of govern- 
ment services rather than with the method by which their cost is 
financed. It distinguishes between government services that benefit 
the consumer directly and those that directly benefit business and 
therefore benefit the consumer only by facilitating private produc- 
tion. 

This distinction, it is argued, is important to the measurement of 
income. The reason is that the value of government services to busi- 
ness is believed to be included in the value of private sector produc- 
tion. These services are regarded as being intermediate goods in this 
production and their value as being duplicated in the value of this 
production. Only the services of government that directly benefit the 
consumer seem to have a value that is independent of the value of 
private sector production. 

This point of view leads to the abandonment of the Net National 
Product concept and to a National Income concept that is less inclu- 
sive than that of the Department of Commerce. Since the effects of 

7. This is the position of the Commerce Department group. See, for instance, Milton 


Gilbert, “War Expenditures and National Production,’ Survey of Current Business 
(March, 1942), p. 10. 

8. This is Kuznet’s position. It is stated completely and in considerable detail in 
“Government Production and National Income.” Shoup also essentially takes this po- 
sition though he is willing to include the results of indirect business taxes in national 
income provided that the measure of income is corrected for prices changes. See his 
very careful discussion of these matters in his Principles of National Income Analysis 
(New York: Houghton Mifflin Co., 1947), pp. 231-89. 
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taxes upon the prices of goods are ignored for purposes of income 
measurement, Net National Product is not deemed to be a useful 
concept. The view that the value of government services to business 
is duplicated in the flow of factor incomes from private sector pro- 
duction moreover indicates that National Income should include the 
full value of government production but the value of private sector 
production only after it has been decreased by the value of govern- 
ment services to business. 

The last of these approaches to the measurement of income at 
product and factor prices is somewhat similar to, but still differs 
from, the one just discussed. It supports a single measure of net 
product and income at factor prices but regards all of the services of 
government as ultimately benefiting the consumer independently of 
the value of private sector production. It recognizes that an area of 
interdependence exists between the product of government and that 
of the private sector, but attributes it to the incidence of taxes rather 
than to the incidence of government services. This argument de- 
pends upon no specific theory of tax incidence but upon the mere 
fact that taxes all have some ultimate resting place. 

The question whether the value of government services is dupli- 
cated in that of private sector production, according to this view of 
the matter, concerns the effects of business taxes. Some of these 
taxes, it is argued, cause the costs of government production to be 
included in the prices of private sector products. To the extent that 
this occurs, the value of government production is embraced by the 
price of the private sector production. Only government production 
whose costs are levied in some fashion upon factor incomes is be- 
lieved to be independent of private sector production. 

According to this approach, the incidence of taxation is therefore 
important in measuring National Income. Who bears the cost of gov- 
ernment production clearly depends upon who ultimately bears the 
burden of its taxes. Three significant cases of tax incidence are 
noted: taxes levied upon natural persons which largely have their in- 
cidence upon them; taxes levied upon businesses that have their in- 
cidence upon some distributive share that business disburses, often 
upon business profits; and taxes levied upon businesses that have 
their incidence upon the ultimate purchasers of their products. The 
costs of government production that are levied upon natural persons 
and have their incidence upon them are believed to present no prob- 
lem. These costs are financed independently of the value of private 
sector production. Taxes that are levied upon businesses but have 











50 The Journal of Finance 


their incidence upon some income recipient are also ignored. They 
are treated as though they were personal taxes since these costs of 
government production are ultimately met out of personal claims to 
income. The role of business is simply to collect these taxes from 
the individual’s claim to income before his tax-free income is dis- 
tributed to him. Taxes that are levied upon businesses and have their 
incidence upon the purchasers of their products represent the only 
case of interdependence between the value of this product and that 
of government production, according to this point of view. In this 
case part of the nominal value of private sector production is not 
regarded as constituting the value of its product but is the public’s 
indirect way of bearing some of the costs of government production.’ 

Only one measure of net income at factor prices then results from 
this approach. This net income consists simply of the factor pay- 
ments by and corresponding production of government and the pri- 
vate sector. The problem is to properly deflate the sale price of pri- 
vate sector production for any part of it that is not a payment for 
the product itself but a defrayal of the costs of government produc- 
tion. The amount of business taxes that have this effect can be 
known only by a proper determination for each tax as to whether it 
is paid by the purchasers of products or out of the productive serv- 
ices’ claims to income.’® 

This fourth point of view constitutes the position of the present 
writer. The purpose of the remainder of this article is to support it 
against the arguments of the three other approaches. 

Attention is directed first to the dual measures of income at prod- 
uct and factor prices. Upon the surface of things, it has been fre- 
quently noted, one should question the use of products and factor 
prices as the basis for two different concepts of net income. It is a 
familiar axiom that the creation of product and the flow of income 
to productive services are simply two sides of the same coin."' Value 
can hardly be produced without someone’s claiming it as an income. 

9. This point of view seems to constitute the Department of Commerce’s basis for 
its differential treatment of corporation income taxes and excise taxes and for its gen- 


eral distinction between direct and indirect taxes in its National Income estimates. See 
the National Income Supplement (July, 1947), pp. 11-12. 


10. All business taxes that are passed on to the purchasers of products have this 
effect whether the resulting revenues are used to defray the costs of government pro- 
duction, for transfer payments or for some financial purpose. In all three cases the 
value of private sector production is overstated by the amount of the tax revenues. 
The alternative uses of the revenues by government have a bearing only upon the 
proper evaluation of government production. 

11. While Theodore Morgan accepts the NNP concept, he indicates that a contrast 
between production and income cannot be the basis for the difference between NNP 
and NI. See has Income and Employment (New York: Prentice-Hall, Inc., 1947), p. 9. 
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We can then hardly have a product of greater value than the sum of 
the claims to that product. 

Adding together the sale prices of all goods, both intermediate and 
consumer, will of course yield a tota! that is considerably in excess 
of factor payments, but this high product total results from double 
counting. When this double counting is eliminated, a flow of product 
values remains that is compatible with the corresponding flow of in- 
comes to productive services. Any failure to eliminate this double 
counting however permits a mere increase in vertical specialization 
to affect the measure of total production. 

Counting the full sale price of private sector production and the 
value of government production involves a similar kind of double 
counting. It results from no duplication of the costs of intermediate 
goods in the prices of successor products but from the duplication 
of the costs of government production in the prices of private sector 
products.’* Here again a mere increase in the amount of taxes that 
are collected from the purchasers of products arbitrarily increases 
the apparent measure of production unless this duplication is elimi- 
nated. 

If this argument is sound, it is undesirable to add indirect busi- 
ness taxes to National Income in order to secure a larger Net Na- 
tional Product. Separate concepts of net income based upon the dis- 
tinction between product and factor prices do not increase our 
knowledge of the nation’s economic achievement. No actual value of 
private sector production exists to be exhausted by taking account 
of indirect business taxes. These taxes simply measure the consu- 
mer’s indirect method of paying for part of the costs of government 
production. If Net National Production is not a useful measure of 
production, moreover, it hardly seems proper to use it simply be- 
cause it is more readily corrected for price changes. 

This seems to leave us with a single measure of National Income 
in which factor payments are compatible with the flow of product. 
The proper way to account for the interdependence between the 
value of government and private sector production, however, still 
needs to be determined. Is it the incidence of government services 
or of taxes that determines the extent of this interdependence; is it 

12. Some taxes that have their ultimate incidence upon purchasers of consumer goods 
may be temporarily embodied in capital goods. No account need be taken of this fact 
when the transfer of such taxes to the consumer through the consumption of pre- 
existing capital goods is just equal to the taxes that are being currently embodied in 
capital goods. In the case of a net excess of tax embodiments in capital goods over the 
passing on of previously embodied taxes, however, care must be taken to deduct the 


excess from the appropriate capital goods account rather than from the sale prices of 
produced consumer goods. 
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determined by the amount of government’s services to business or 
by the amount of business taxes that are passed on to the purchasers 
of private sector output? 

It is argued here that government services to business are not ac- 
counted for in the value of the private sector’s product. This argu- 
ment is based upon the belief that these services lack the ordinary 
characteristics of intermediate goods. They are usually available to 
every business without a charge that is related to the service or at 
least to the quantity of the service that is used. The services are 
scarce goods from the point of view of the economy and the govern- 
ment, but might be described as “common” goods from the point of 
view of the user. The competition of all firms that use these services 
should normally prevent their value from becoming part of the value 
of the user’s product, as does the value of intermediate goods. Only 
if these services are available to their users in less than desired quan- 
tities and in unequal amounts would their value be likely to become 
part of the value of the user’s product. If this is correct, it seems de- 
sirable to treat the services of government to business as the product 
of an independent sector of the economy even though such services 
doubtless lessen the scarcity and price of privately produced goods 
as compared with goods whose production does not benefit from 
these services. 

This is not to disagree fundamentally with the thesis that produc- 
tion and income must be evaluated upon the basis of consumer 
goals.'* The argument is leading simply to a broader concept of this 
consumer evaluation. The consumer is free to evaluate some goods 
and the intermediate goods that are involved in their production 
through a system of prices. These prices ultimately depend upon the 
allocation of his income among the various areas of consumption ex- 
penditure. His evaluation of production is here determined by his 
dollar votes. The free services of government, it is argued, are evalu- 
ated in a much cruder fashion but in the only way that is compatible 
with the nature of government. This evaluation results from deci- 
sions at the voting booth. These free services of government are 
never subjected to a market evaluation nor do they acquire any 
price to their users. Their evaluation must be assumed to precede 
their provision, to be implicit in the decision of government to render 
them and to have a magnitude that is equal to the full costs of ren- 
dering them. 

13. Kuznets properly makes this the foundation stone of any concept of income. See, 


for instance, his “Discussion of the New Department of Commerce Income Series,” 
Review of Economics and Statistics (August, 1948), p. 156. 
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All free government services whether rendered directly to consu- 
mers or to businesses are, it is argued, evaluated by natural persons 
through this crude political process. Government services to busi- 
ness are not embodied in the value of the private sector’s product 
but must be assumed to benefit natural presons in much the same 
way that government services to consumers do. They improve the 
material well-being of people in ways that are not measured by the 
value of the products which people purchase. It is concluded there- 
fore that the value of government services to business has no bearing 
upon the interdependence between the value of government’s and 
that of the private sector’s production. 

It seems rather to be the incidence of taxes that accounts for this 
interdependence. We must ascertain the amount of this interdepend- 
ence then by knowing the amount of business taxes that are dupli- 
cated in the sale price of the private sector’s output. We must know 
whether these taxes are responsible for keeping the price of the busi- 
ness sector’s product appropriately higher than it would have been 
otherwise or are being absorbed by a reduced allocation of the value 
produced to some claimant to it. In the first case the tax is merely 
an indirect way of taxing the ultimate purchaser of the product and 
should be treated as one treats a personal tax. It should be prevented 
from exerting any effect upon the evaluation of private sector pro- 
duction. In the second case the tax absorbs someone’s claim to a 
share in the product before he receives that share as income. Such 
a tax therefore measures a separate product and income. Someone 
produced a value which the government receives directly. It would 
seem then that business taxes are a part of the value of private sec- 
tor production when they have not caused the price of this product 
to increase and that they are mere transfer payments from the pur- 
chasers of products to the government to the extent that they affect 
the price of this product. 

It is not proposed to decide specific problems of tax incidence here 
but simply to urge the importance of the fact of tax incidence in de- 
termining the role of taxes in the measurement of National Income. 
Any tax that is passed on to the ultimate purchaser of a product 
should be excluded from the value produced by the taxed industry, 
whereas taxes that impinge upon the claims of productive services 
to an income share of the value produced are part of this production 
and income. If taxes on industrial land sites are believed to have 
their incidence upon the owners of the land, they take away part of 
the value of the product and are therefore part of the income origi- 
nated by the productive use of the land. If taxes upon commercial 
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structures are believed to be passed on, they should of course be 
treated like any other indirect business tax. Corporate profits taxes,’* 
social security payments by employers, and all other business taxes 
should be treated similarly. 

These statements lead to several conclusions. When passed on, 
taxes affect the price paid by the ultimate purchasers of products 
but not the value of the product produced nor of the incomes earned. 
Nor do direct business taxes affect the value of either the product 
produced or the incomes earned but they divert the flow of income 
to the government rather than to private income recipients. Neither 
indirect nor direct taxes therefore provide the basis for a distinction 
between concepts of income at product and factor prices, but the in- 
direct taxes provide a measure of the extent to which the costs of 
government production are duplicated in the prices of private sector 
output. 

The main body of this discussion has concerned the influence of 
taxes upon the measurement of National Income. Three other minor 
elements which the Department of Commerce utilizes in its distinc- 
tion between Net National Product and National Income still re- 
main to be examined. All three seem to be based largely upon the 
contrast between product and factor pricing.” 

3usiness transfer payments (consumer bad debts and business 
contributions) are included in Net National Product apparently 
upon the grounds that they figure in the price of the product. But 
they are excluded from National Income because they are not re- 
lated to a productive service. It is argued here that business transfer 
payments are either a transfer of the income of a productive service, 
profits perhaps, to the public or that they constitute a price levy 
upon part of the public in favor of some other part. If the former, 
they should be included in National Income. If the latter, they 
should be excluded. 

Similarly surpluses of government enterprises are included in Net 
National Product but excluded from National Income apparently 
again upon the grounds that they pertain to product prices but are 

14. The author believes that the ordinary corporate profits tax is largely passed on. 
This is because it impinges upon normal profits, particularly those of marginal firms. 
Norma! profits are an incentive cost in the long run. Any tax that is levied upon them 
will consequently increase the level of normal profits before taxes which is required 
as the minimum inducement for the continued supply of the product. If this argument 
is sound, the ordinary corporate profits tax is indirect and its value should be excluded 
from NI. Excess profits taxes are of course less likely to impinge upon normal profits 
and are therefore more likely to have their incidence upon the claimants to profits 
If so, they should be included in NI. 


15. See National Income Supplement (July, 1947), pp. 2, 9-10, 12; and Ruggles, 
Oop cit., pp 116-18 
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not related to a productive service. A return for government capital 
and risk taking, however, seems to be a proper part of National In- 
come and should be subject to no qualification for possible arbitrary 
price fixing if business profits are not adjusted for possible monopoly 
returns. 

Finally subsidies to business are included in National Income ap- 
parently because they make possible returns to productive services 
but are excluded from Net National Product because they do not 
figure in the price of the subsidized product. If such subsidies are 
considered to be unproductive from the community’s point of view, 
they should be excluded from National Income because they are not 
a payment for productive services but a mere transfer payment from 
taxpayers to subsidy receivers. Subsidies that are considered to be 
productive from the community’s point of view create a valuable 
product just as certainly as does the government’s direct provision 
of goods and services even though in neither case is there a sale of 
the product to its users. In these special cases, as in the general case 
of business taxes, a proper handling of the bases for a distinction be- 
tween income at product and factor prices seems to leave us with 
one measure of net income in which factor payments are compatible 
with the total value of production. 

If these arguments are correct, the single measure of net income 
and production should include the full value of government produc- 
tion and the price of private sector production deflated by the 
amount of indirect business taxes. Gross National Product should 
be decreased from its existing level by excluding indirect business 
taxes and other elements so that it differs from National Income only 
by the amount of capital consumption. Since the ultimate purchasers 
of goods are free to purchase or refrain from purchasing products 
whose prices include indirect business taxes, it seems proper to in- 
clude these taxes in personal consumption expenditures as the De- 
partment of Commerce apparently does. The larger amount of these 
expenditures is offset by the decreased amount of personal or other 
direct taxation that is necessary in order to finance through taxes 
any given part of the costs of government production. 
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THE CONTROL OF INFLATION: DIRECT VERSUS 
MONETARY-FISCAL MEASURES* 


LAWRENCE S. RITTER 
Michigan State College 


IN INVESTIGATING MEASURES for the control of peacetime inflation, 
fiscal policy, monetary policy, and direct price-wage-allocation con- 
trols are discussed in turn. 

1. Contractionist fiscal policies may be divided into three alter- 
native possibilities: (1) decreased government expenditure, income 
tax rates remaining unchanged; (2) decreased government expendi- 
ture, tax rates also reduced to avoid a surplus and keep a balanced 
budget; (3) unchanged government expenditure, tax rates increased. 
The second, formally most consistent with both laissez-faire atti- 
tudes and the principles of “sound” finance, means, in fact, a refusal 
to allow what may be a needed minimum of governmental activity 
and would certainly be a method worthy of no consideration in time 
of war. The first alternative compares favorably with the third for 
several reasons. First, the third alternative requires a larger surplus 
to eliminate an inflationary gap of any given size. Second, were al- 
ternative three used alone in a period of heavy inflationary pressure, 
the severity of the tax burden required might well reduce real out- 
put. Finally, the continuous use of the third method could be ex- 
pected to result in a long-run stair-step increase in government 
spending.’ 

In addition to income taxation, spendings and sales taxation might 
also be used to counter inflationary forces. The main advantage of a 
spendings over a sales tax is that the former can be made heavily 
progressive more easily, thus impinging to a greater degree upon 
marginal expenditure. Problems regarding anticipations, evasion, 
collection, and exemptions, however, must be taken into account 
with a spendings tax. A comparison of the relative restrictive effects 
of consumption taxes versus income taxes yields differing results de- 


* A dissertation completed at the University of Wisconsin in 1950. 


1. Cf. my “Alternative Anti-Inflationary Fiscal Policies,” Review of Economi: 
Studies, XVIII (1950-51), 129-39. 
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pending upon the assumptions made regarding the consumption 
function. Data for 1946-47 reveal the short-run importance of a 
consumers’ money illusion, with real consumption dependent upon 
money disposable income; with such a consumption schedule an in- 
come tax is more anti-inflationary than a consumption tax.” 

2. Monetary policy used alone to alter income will be more effec- 
tive than fiscal policy used alone the less interest-elastic the liquidity 
preference function and the more interest-elastic the consumption 
and investment schedules. On the other hand, the more interest- 
elastic the liquidity preference function the less interest-elastic con- 
sumption and investment schedules, the more effective in altering in- 
come will be fiscal policy used alone, and the less effective will be 
the sole use of monetary policy. A contractive monetary policy is 
thus almost certain to halt inflation, since inflation usually is ac- 
companied by the conditions most appropriate for an effective mone- 
tary policy. There is no such thing as relying only upon fiscal policy 
and dispensing with monetary policy, for there is no such thing as 
no monetary policy. The choice is only between a helpful reinforcing 
or a harmful negating monetary policy. 

Closely associated with monetary policy is management of the 
public debt. During inflationary periods, the use of a tax surplus by 
the Treasury to increase its cash balance at the Federal Reserve is 
preferable to using the funds to retire public debt held outside the 
central bank. Treasury retirement of non-central bank-held public 
debt is a contradictory policy which injures rather than aids an anti- 
inflation effort.* 

3. A comprehensive harness of direct controls can be successful as 
the primary means of preventing an excessive ex ante aggregate de- 
mand from exerting its full effect upon monetary values, but a clear 
presumption exists against employing such measures in peacetime, 
on grounds of efficiency in resource allocation and individual free- 
dom. In any period of strong inflationary pressure major reliance 
upon selective direct controls is likely to prove ineffective or to 
spread out into over-all comprehensive coverage. With comprehen- 
sive controls of the over-all variety the likely technique is a price 
freeze. This, however, proves unsatisfactory if used for any length 
of time. In addition, continued major reliance upon direct controls 
results in the accumulation of an unspent margin which remains as 
a future inflationary potential. 


2. Cf. my “Consumption Taxes and Income Determination: Comment,” American 
Economic Review, XLI (March, 1951), 191-93. 


3. Cf. my “Note on the Retirement of Public Debt during Inflation,” Journal of 
Finance, V1 (March, 1951), 66-70. 











A STUDY OF REFINEMENTS IN THE INCIDENTS OF 
BUSINESS OWNERSHIP FROM THE MEDIEVAL 
PERIOD TO THE TWENTIETH CENTURY* 


JoserH S. BEGANDO 


University of Kansas 


EVEN TO THE CASUAL observer the most important and most con- 
spicouous institution of the business world in the twentieth century 
is the modern corporation. It is the common quest among historians 
to bring into prominence the often deeply hidden origins of powerful 
social and economic institutions. Economic historians have not over- 
looked the modern corporation; hence, it is not difficult to find and 
consult any one of several references for a detailed history of the 
origins and growth of the business corporation. Nevertheless, there 
remain certain related problems which require further investigation. 

Although one of the primary reasons for the growth of the modern 
business corporation has been the widely varying apportionments of 
the incidents of private business ownership which it makes possible, 
there is a lack of studies devoted to the historical development of 
business practice and economic thought in this segment of business 
and economic inquiry. 

The incidents of private business ownership are to be thought of 
as the elements of risk, income, and control inherent in private busi- 
ness ownership. These elements are the subsidiary parts or incidents 
which characterize ownership, and are capable of assuming various 
combinations, of being divided among many owners, and of rear- 
rangement at different intervals. 

Although businessmen of the twentieth century have the oppor- 
tunity to achieve considerable variety in dividing risk, income, and 
control between both ownership and creditorship groups, it is mainly 
contingent upon their present freedom to create the debtor-creditor 
relationship; their present opportunities to provide a limitation of 
liability for certain owners; the present improved conditions of capi- 
tal markets, with respect to both fluidity and elasticity of capital; 
and their present ability to avail themselves of different forms of 
business organization, particularly the modern corporation. 

It is significant to note that businessmen of the early Middle Ages 


* A dissertation completed at the University of Illinois in 1951. 
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could not freely create debtor-creditor relationships, for the present- 
day concept of private business borrowing was not in existence; 
could not, under most circumstances, limit the liability connected 
with private business ownership; could not depend upon sufficient 
amounts of capital being available whenever and wherever needed; 
and could not avail themselves of a form of business organization 
similar to the modern corporation. Consequently, the opportunities 
for achieving variety in the apportionment of risk, income, and con- 
trol were extremely limited. 

It is obvious, then, that many changes in business practice must 
have occurred between the early Middle Ages and the twentieth cen- 
tury, and that there must have been considerable thought of an eco- 
nomic nature concerning those changes. The procedure followed in 
this study has been to seek out major changes in the creation of the 
debtor-creditor relationship, in the concept of limited liability, in the 
conditions of capital markets, and in the forms of business organiza- 
tion; then to show how such changes improved or refined the previ- 
ous methods of apportioning risk, income, and control; and finally, 
to present the dominant economic thought of the period regarding 
these changes. 











AN ANALYSIS OF FIXED ASSET ACCOUNTING AND 
ITS EFFECT UPON PROFIT DETERMINATION 
DURING PERIODS OF PRICE CHANGE* 


ALBERT L. BELL 
Franklin and Marshall College 


THE CONCEPT OF BUSINESS income and the method of calculating 
net income is dependent on the ends served by the use of the income 
measurement. The different concepts and different methods can be 
attributed to three major issues. These are the real versus the mone- 
tary measure of income, the inclusion versus the exclusion of capital 
gains, and the accrual versus realization as the test for the timing of 
additions or substractions to income. 

This study is concerned primarily with the first issue. It examines 
the impact of changing prices upon the theory and practice of ac- 
counting for fixed assets. The particular problem is how to account 
for fixed assets under conditions of changing prices so as to correctly 
measure the current value of plant and equipment consumed and 
the current value of the unrecovered cost of these assets and yet pre- 
serve the cost basis of accountability. This means that all fixed as- 
sets are recorded at cost and the annual depreciation is calculated 
on this cost and subsequently a specialized construction cost index 
is applied to adjust the depreciation expense and the unrecovered 
cost to a current basis. 

The Armstrong Cork Company selected for the demonstration 
possessed a great variety of buildings and machines with a wide 
range of acquisition dates, therefore an average of the “Engineering 
News-Record Construction Cost Index” and the “Engineering News- 
Record Building Cost Index” was used in all of the adjustment. 

In order to perform the calculations on a punch-card tabulating 
machine the original cost, the depreciation reserve, the unrecovered 
cost, and the annual depreciation were summarized for each year of 
acquisition for the various plants. To these summary cards the nec- 
essary index number was applied to adjust the depreciation and the 
unrecovered cost to a current year basis. Then the adjusted figures 
for each year were added to find the totals for each plant and for the 
firm. 


* A dissertation completed at the University of Pennsylvania in 1951. 
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The results showed that the depreciation on a current basis was 
almost double the depreciation on original cost. This extra deprecia- 
tion represents about 20 per cent of the net income and means that 
only about $8,000,000 out of a total income of $10,000,000 can be 
distributed and leave the firm as well off as at the beginning of the 
period. 

The unrecovered value based on current prices in the case of 
buildings is double the unrecovered value based on original cost and 
in the case of machinery is half as much again, which means that the 
possible fire loss is about one and three-fourths times the original 
cost. 

The adjusted data can be used and shown in a variety of ways. 
The author, however, recommends that it be presented in supple- 
mentary statements along with similar economic adjustments, be- 
cause one set of statements based on original cost and one set based 


on current prices will serve more needs and serve them better than 
either one alone. 











CO-ORDINATION IN CANADIAN 
FEDERAL FINANCE* 


Harvey E. BRAZER 
Wayne University 


UNDER THE TERMS of federal union in 1867, the major sources of 
revenue, customs and excises, were placed with the central govern- 
ment, while the provinces were to depend strongly upon uncondi- 
tional subsidies, fixed according to estimated budgetary require- 
ments. Emphasis was laid upon the “finality” of the financial ar- 
rangements and upon “equality” in the treatment of the provinces. 

Heterogeneity of geographic and economic factors and the expan- 
sion of provincial functions soon led, however, to dissatisfaction and 
demands for additional subsidies. There followed a succession of ad- 
justments, none of which proved satisfactory. The introduction of 
grants-in-aid following World War I imposed additional burdens 
upon the provinces and brought further sources of discord. 

Increased federal subsidies and broadened provincial revenue 
structures were insufficient, during the 1930’s, to prevent the virtual 
collapse of provincial finances. The Royal Commission on Domin- 
ion-Provincial Relations recommended, in 1940, the abandonment of 
the existing scheme in favor of a plan designed, through fiscal-need 
subsidies, to render each province capable of offering a level of pub- 
lic services equal to the national average while not imposing a 
greater-than-average tax load. This plan was found unacceptable, 
however, and from 1942 to 1947 the provinces, having agreed to dis- 
continue taxation of personal incomes and corporations, received, in 
addition to the statutory subventions, large compensatory and, in 
some cases, fiscal-need subsidies. 

With the expiration of this wartime agreement the choice lay be- 
tween a return to prewar conditions and a new plan designed to meet 
the requirements of present-day federalism in Canada. In fact, a 
compromise was reached with all of the provinces except Quebec and 
Ontario. The new agreement, having a term of five years, continues 
the wartime arrangement in principle and retains the emphasis upon 
equal treatment of the provinces. 

Present difficulties indicate that any approach to the problem, in 


* A dissertation completed at Columbia University in 1952. 
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terms solely of relationships between governments as organic entities, 
is incapable of bringing adequate levels of public services to all Ca- 
nadians and the achievement of fiscal and economic stability within 
a framework of federalism. These objectives may be reached only if 
the position of individuals is made the basis for federal-provincial 
relations. This requires a financial plan under the terms of which 
the amount and distribution of subsidies would be determined by 
fiscal need, as measured by the positive difference, if any, between 
the cost to the province of providing an agreed minimum of gov- 
ernmental services and the revenues that could be obtained through 
the application of a uniform model tax structure. 











TRUE PROPERTY TAX RATES IN 
THE UNITED STATES, 1922-49* 


Cotin D. CAMPBELL 
Drake University 


THIS THESIS EXAMINES the available data on true property tax rates 
in the United States from 1922 to 1949 in order to test the belief 
that localities have been taxing property more heavily. One must ex- 
amine true rates—the ratio of the property tax to the market value 
of the taxed property—in order to avoid the effects of variations in 
assessment ratios. 

Two principal sources of statistics on true property tax rates are 
available. The Bureau of Agricultural Economics of the United 
States Department of Agriculture has made estimates for farm real 
estate since 1909. The Bureau of Governmental Research, a private 
agency located in Detroit, has compiled such information for prop- 
erty in urban areas since 1922. In addition, data on total property 
tax revenue in the United States, new private construction, and real 
estate prices provide a rough method of checking the trends esti- 
mated by these bureaus. 

The statistical data are interesting because they discredit the com- 
monly accepted belief about the degree to which localities have been 
using their property tax resources. Property tax rates, when ex- 
pressed as a percentage of the true value of property, were not 
higher in 1949 than in the 1920’s. The rapid rise in true rates from 
1929 to 1933 was followed by a decline during and after World War 
II. The drop in true rates during the 1940’s indicates that localities 
were using their property tax resources less intensively. Two impor- 
tant historical developments that help to explain the trend are (1) 
the continuous shift by local governments to other sources of reve- 
nue such as grants-in-aid from 1932 to 1949 and (2) the constant 
level of total money expenditures of local governments from 1932 
to 1945. 

During the 1940’s rising prices brought financial difficulties to 
many local governments. The inadequacy of revenue relative to ex- 
penditures has largely resulted from the failure of localities to raise 
assessments. Actually, during a period of rising prices, property 
taxation is an expansible source of revenue. But local government 
officials must be able and willing to reassess property at higher levels 
or to raise official property tax rates. 


* A dissertation completed at The University of Chicago in 1950. Part of the data 
from the dissertation are presented in an article, “Are Property Tax Rates Increasing ?” 
Journal of Political Economy, LIX (October, 1951), 434-42. 
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THE BALANCE OF PAYMENTS: A TOOL 
OF ECONOMIC ANALYSIS* 


DoNALD GIBSON BADGER 
The George Washington University 


THE PURPOSE OF THIS dissertation is to examine the present status 
of the balance of payments as a tool of economic analysis with a 
view to suggesting ways in which it can be made a more effective in- 
strument. The contributions of the International Monetary Fund to 
this subject are assessed and attention is then turned to the aspects 
in which it is felt further development is needed. These aspects may 
be described briefly as (1) the relationship of the balance of pay- 
ments to social accounting, (2) the financing of deficits or surpluses 
in the balance of payments, (3) the regional classification of the bal- 
ance of payments, and (4) the analysis of long-period equilibrium. 

Although the balance of payments is closely related to social ac- 
counting, the two systems have tended to remain distinct and their 
development has been carried on independently. Attention is drawn 
to inconsistencies in their basic concepts and definitions and sugges- 
tions are made for their elimination. The need for making a clear 
distinction between the concept of “production” and the concept of 
“income” is stressed. 

Various concepts of surplus and deficit are reviewed and related to 
the historical setting. The concept of compensatory official financ- 
ing, developed by the staff of the International Monetary Fund, is 
compared with these earlier concepts and reviewed in the light of 
recent criticism. 

Problems encountered in subdividing the balance of payments on 
the basis of countries and currencies are discussed from the social 
accounting and the financing points of view. Account is taken of the 
existence of such phenomena as currency areas and “hard” and 
“soft” currencies. 

The long-period aspect concerns the concept of equilibrium in the 
balance of payments and the opposite concept of “fundamental dis- 
equilibrium.” Recent economic literature on these subjects is re- 
viewed and suggestions are made for the use of the concept of com- 
pensatory official financing in diagnosing “fundamental disequilib- 
rium.” Attention is drawn to the limitations as well as the usefulness 
of the balance of payments in this task. 


* A dissertation completed at The George Washington University in 1951. 
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THE FINANCES OF THE NATIONAL GOVERNMENT 
OF ARGENTINA* 


ERNEST F. PATTERSON 


University of Alabama 


THIs Is A STUDY of the qualitative and quantitative changes in the 
finances of the Argentine national government. The primary objec- 
tives or concerns of the study are, by necessity, the rather modest 
ones of describing these changes, accounting for them in terms of 
the major causes or reasons, and indicating the effects which they 
have had, or are likely to have, on the economy of the nation. 

A secondary purpose is to show that the trend toward government 
control and regulation of the economic activities of the population is 
not confined to the older capitalist nations, but is part and parcel of 
Argentine development also. “Government Regulation” and “Inter- 
ference” have come to the Argentine Republic, especially in recent 
years, to a degree and extent unknown in the United States, except 
during wartime. The Argentines point to this development with pride 
and enthusiasm—State Interventionism or Estado Intervencionista 
is a complimentary term in Argentina, and not one of opprobrium, 
as is frequently the case in the United States. This study presents 
concrete evidences of this “Interventionism,” and attempts to reveal, 
by implication, at least, some of the zeal of the Argentines for its 
coming and adoption. 

The primary objective of the study dictated its arrangement. 
Thus, after an introductory chapter—an over-all, general view of 
the economy of Argentina—the major changes, developments, and 
trends in the expenditures of the national government are described 
and analyzed. There follows a detailed analysis of the major tax 
sources, the characteristics of each source, as well as its historical 
development. The history of the tax regime naturally divides itself 
into two broad periods: (1) that previous to 1932, during which, 
after the early establishment of a few major sources, little or no 
change occurred in the system; and (2) that since 1932, during 
which numerous and important reforms and changes were made. 
After an account of the general characteristics of the system as a 
whole and its historical development in chapter iv, these two periods 


* A dissertation completed at the University of Texas in 1951. 
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are treated in chapters v and vi respectively. Chapters vii and viii are 
concerned with the historical development of the debt of the national 
government from the date of the first loan—1824—up to 1950. 
Chapter vii traces the major loans secured in the years previous to 
1914, giving the features of each loan, and the qualitative and quan- 
titative changes in the debt structure during the period. Chapter 
viii does the same for the period since 1914. 

The more significant features of the finances of the Argentine gov- 
ernment that emerge from the study are as follows: Those in regard 
to expenditures are (1) the extremely large increase since the end 
of World War II and the increased commitments of the government 
which make it likely that the increases will continue at a more rapid 
rate; and (2) the notable changes in the nature and pattern of the 
expenditures attributable to the accelerated extension of the Estado 
Intervencionista. In respect of the tax regime, besides the quantita- 
tive increases in the total yield of the system and in the number of 
different and varied sources, such new quantitative features as using 
the taxes as instruments of social and economic policy—as for ex- 
ample, in eliminating the latifundia system and in offering induce- 
ments in the form of tax reductions to businessmen who spend a 
certain amount on plant expansion—are especially significant. The 
most notable characteristics of the public debt are the well-balanced 
structure of the debt as a whole, the low rates of interest at which 
the government is able to borrow, the ease with which it secures 
ample funds even at the low rate of interest, and, finally, the fact 
that the debt is held internally and for the first time in the financial 
history of the Republic little or no income leaves the country for 
service of the public debt. 











THE JOB EVALUATION PROGRAM OF THE STATE FARM 
INSURANCE COMPANIES COMPARED WITH THOSE OF 
OTHER LEADING INSURANCE COMPANIES AS TO 
METHODS OF INTRODUCING AND CONTENT* 


ELIZABETH LANHAM 
The University of Texas 


THE PURPOSE OF THIS STUDY was to present a case history of the 
installation of job evaluation and a formal program of salary admin- 
istration in a large insurance company; to compare the job evalua- 
tion and salary administration practices of this company with those 
followed in other large insurance companies in the United States; to 
compare procedures and practices in the insurance field with those 
recommended by the authorities in the field of job evaluation; and 
to indicate methods which these companies have used successfully. 

Three major sources of information provided the data for this 
research. First, a complete analysis was made of the procedures and 
methods utilized by state farm insurance companies in installing 
and administering their program. Secondly, a five-page question- 
naire was sent to the personnel directors of eighty insurance com- 
panies. Both life and automobile insurance companies were sur- 
veyed. Fifty responses, or 62.5 per cent, were received in answer to 
the first mailing. Follow-up letters were sent to the remainder which 
raised the response to sixty-six, or 82.5 per cent. Finally, a review of 
the latest published material in the field of job evaluation and wage 
and salary administration was undertaken. 

The case history of the state farm insurance companies was writ- 
ten and their practices were compared with those reported by the 
co-operating insurance companies. The procedures recommended by 
the experts in the field were used as criteria to determine to what 
degree accepted practices were followed. 

The comparison of the methods used to introduce and the content 
of the job evaluation program of the state farm insurance companies 
with those of other leading insurance companies revealed that in 
practically all cases these companies followed the same basic meth- 
ods. In addition, these organizations followed primarily the tech- 
niques and procedures recommended by the authorities in the field 


* A dissertation completed at the University of Texas in 1951. 
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of job evaluation for successful programs. That these companies 
seem to believe that their programs are successful on the whole was 
shown by the advantages they cited as having been gained from the 
installations. 

None of these organizations claimed that their programs resolved 
all the problems involved in their salary structures or served as a 
panacea for all salary ills. They did agree that job evaluation has 
provided an orderly and systematic way to determine the relative 
worth of jobs and that greater familiarity with the application of its 
techniques to solving salary problems will enable them to reduce 
errors they are currently experiencing in its use. 

Therefore, based on data gathered from this group of insurance 
companies, the conclusion was reached that job evaluation has 
proved worth while and is resolving many insurance-management 
problems. 











FACTORS AFFECTING THE DEMAND FOR 
CONSUMER INSTALMENT 
SALES CREDIT* 


AVRAM KISSELGOFF 
The Bank of New York 


THE PURPOSE OF THIS STUDY is to identify and define the principal 
factors affecting the volume of consumer instalment sales credit 
granted and to measure the extent of the influence exerted by spe- 
cific factors separately or in combination. 

In deriving an explanation of changes in the volume of instal- 
ment sales credit both the classical “single equation” approach of 
the multiple correlation theory and the more modern “equation- 
system” approach, in which the instalment sales credit function is 
considered both as a separate relationship and as part of a more 
complete economic system, are used. The period covered is from 
1929 to 1941. 

Part I of the investigation is devoted to a qualitative analysis of 
relationships between instalment sales credit granted and the most 
important factors that might be expected to influence this type of 
credit. The factors considered are: consumer income, liquid assets, 
prices of durable goods, the stock of durable consumer goods, popu- 
lation, credit terms, cash loans and consumer tastes and habits. 

In Part II several hypotheses concerning the way in which instal- 
ment sales credit is influenced by various factors are submitted to 
statistical analysis. The limited number of observations available 
and the unavailability of information on certain relevant factors 
make possible only a very modest use of the equation-system ap- 
proach, reducing the number of relations to a bare minimum and 
necessitating the use of aggregative data. But since the use of 
aggregative data results in the loss of certain valuable information, 
the volume of consumer sales credit was divided into two parts— 
automobile credit and so-called “diversified” credit—and analyzed 
separately by single-equation techniques. It has been possible by 
these separate treatments to make the study more realistic through 
the analysis of specific variables in relation to particular types of 
credit. 


* A dissertation completed at Columbia University in 1950. 


70 








Abstracts of Doctoral Dissertations 71 


Part III is a summary of findings. The following important infer- 
ences appear to be valid. First, total current real income was found 
to be the factor of greatest importance in the explanation of demand 
for instalment sales credit: the estimated coefficients of the variable 
in all formulations suggest that annual changes in real current in- 
come were associated with more-than-proportionate changes in de- 
mand for instalment sales credit. 

Second, the real income of the preceding year was also found to 
be a significant factor in the explanation of demand for instalment 
sales credit. However, the sensitivity of instalment sales credit de- 
mand to changes in this variable is relatively low. The significance 
of this finding is that it suggests only a relatively short lag between 
income and instalment sales credit demand. 

Third, the analysis suggests that the size of the monthly instal- 
ment payment plays a considerable part in the determination of 
instalment sales credit demand. However, when the relative prices 
of consumer durable goods and the length of instalment sales credit 
contracts are considered as separate variables, instead of being com- 
bined as an indication of the size of the monthly instalment pay- 
ment, they both exert significant influence on instalment sales credit 
demand. 

Finally, it appears that some forces that have been operating 
steadily over time have exerted a depressing effect on instalment 
sales credit demand, especially that used for automobiles. Probably, 
the most important of these have been the accumulation of liquid 
assets by consumers, the increasing use of durable consumer goods 
for “trade-in” purposes, and the increasing tendency of consumers 
to purchase durables through direct cash borrowings. 

The findings of the study suggest that consumer credit controls 
can play only a limited role in the achievement of economic stability. 

Drastic tightening of credit terms can force a contraction of credit 
volume in periods of prosperity, but relaxation of terms cannot 
force an expansion of credit in recessions. This asymmetrical effect 
of changes in credit terms on the demand for instalment sales credit 
is primarily due to the fact that the main factor underlying such 
credit is income which, when it rises to high levels, brings a high 
level of instalment sales credit, and conversely reduces consumer 
desire to use credit when it reaches low levels. Since the size of the 
monthly instalment payment is an important factor in the consum- 
er’s purchasing decisions, cyclical changes in the prices of durables 
may nullify the effect of changes in credit terms. If prices of durable 
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consumer goods are relatively high as compared with the prices of 
other goods and of consumer income receipts, the size of the monthly 
instalment payment may be out of line with the consumer’s budget 
and, accordingly, may serve as a deterrent to the purchase of dur- 
ables. However, both these factors—consumer income and prices 
of durable consumer goods—are resultants of the total economic 
activity of the country and, for this reason, are not easily control- 
lable by indirect means. These facts indicate little promise that 
business cycle fluctuations can be greatly influenced solely by 
changes in credit terms. 








BOOK REVIEWS 


Business Finance 


Essays on Business Finance. By MERWIN H. WATERMAN and WILForD J. 
E1reMAN. Ann Arbor, Michigan: Masterco Press, 1952. Pp. 108. $2.00 
(paper); $3.00 (cloth). 


On the title-page of this small volume an essay is defined as “an analytical 
or interpretative composition dealing, from a more or less personal standpoint, 
with a single aspect rather than the whole scope of a subject.” Thus, the authors 
let it be known that this is not a textbook for classroom use nor a reference 
work devoted to a long list of topics usually contained in a college course on 
business finance. 

The six essays presented deal with the financial aspects of promotion, leverage 
or trading on the equity, working capital management, sources of working 
capital, profits and funds administration, and the valuation of business enter- 
prises. 

Although a uniformly high level of presentation is maintained throughout the 
volume, the topics are not of uniform significance to those interested in business 
finance. For example, the essay on the sources of working capital contains 
primarily an enumeration of sources which are widely used and well known 
to business men. In contrast, the material devoted to working capital manage- 
ment is more analytical and likely to prove more valuable to management. 

The sixth essay, on valuation of business enterprises, is also less important 
than the topics of financial leverage or fund administration. The valuation of 
an enterprise is necessary only upon the death of a partner or the transfer of 
ownership of business property, while financial leverage and fund administration 
present problems of continuing interest. 

The essays well illustrate the nature of the difficulties faced by management 
in balancing risks, costs, and benefits of owners and creditors by providing 
the most appropriate financial structure. They indicate the association of busi- 
ness concerns with the short-term capital markets and some of the internal 
problems associated with the administration of funds. Occasional references 
are made to the relation of government to business and to the fact that financial 
management is sometimes tempted to move in the direction of unsound policy 
in trying to lighten the burden of taxation. 

When the reader first examines the booklet, he may feel that six short 
essays can provide little to supplement the content of textbooks. He soon 
realizes, however, that the material high-lights most of the basic factors of 
business finance. Moreover, he is constantly reminded of the fact that manage- 
ment must make continued use of analytical processes in the solution of prob- 
lems and in the determination of sound financial policy. Decisions are shown 
to rest not upon the application of rules of thumb or set procedures of cal- 
culation, but upon the exercise of judgment that comes from “extensive ex- 
perience in handling such analyses as are required.” 

FRANK H. GANE 
Northwestern University 
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Modern Corporation Finance. By W. H. Hussanp and J. C. Docxeray. Third 
edition; Chicago: Richard D. Irwin, 1952. Pp. xiv+747. $7.65. 


This is the third edition of a well-known and successful text on corporation 
finance. In this reviewer’s opinion, the new edition will maintain the book’s 
established position in a market which it shares with several worthy competitors. 

The subject matter is broadly inclusive and well balanced, the information 
given is accurate and fairly presented, the examples are numerous and pertinent, 
the statistical tables and footnote documentation are satisfactory, the index 
is usable, and the physical makeup of the book is good. Questions at the end 
of each chapter are chiefly designed to pose discussion problems based on the 
material of the chapter, and each chapter bibliography cites a short list of 
chapters in other texts, and books, monographs, and leading articles on the 
chapter topic. 

This text is a medium-length presentation which avoids the intricacy of 
encyclopedic detail but does include the necessary essentials. It requires care- 
ful reading, since the authors’ paragraph organization and idea patterns are 
not elementary, but careful reading will produce a clear understanding. In its 
field, the book is about average in length, inclusiveness, and difficulty. 

The topical coverage is conventional. Thirty-six chapters are separated into 
eight parts, dealing in turn with (a) forms of business organization, (b) types 
of corporate securities, (c) promotion, ownership, and management, (d) sale 
of securities, securities regulation, and securities markets, (e) income, dividends, 
and working capital, (f) expansion, holding companies, and mergers, (g) failure 
and reorganization, and (/) taxes and public regulatory policy. 

The book is suitable as a text in a rigorous one-semester college course in 
corporation finance when the students have a working background in economics, 
business methods, and accounting, and it will be of value to a reasonably 
competent general reader. 

The reader who compares Modern Corporation Finance with the current 
literature on the subject will doubtless note three definite tendencies in this 
book. First, it features, in both principle and example, matters of big-corpora- 
tion finance, and de-emphasizes small business and non-corporate forms of 
organization. Second, the point of view is chiefly external, sometimes that of 
the investor, sometimes that of public policy, often that of a detached observer, 
less frequently that of management. For example, a chapter (chap. 21) on 
the security markets and the Securities Exchange Act does not contain a 
solitary sentence dealing with the corporate problem of choice between listed 
and over-the-counter markets. This detached point of view leads, in all too 
many chapters, to an excessive use of factual description and a paucity of 
the “how shall we manage this?” type of analysis. 

Finally, in a book entitled Modern Corporation Finance, there is a surprising 
reluctance to give space to new developments. Private placement (referred 
to as direct placement) is given less than three brief pages (pp. 321-23) and 
omitted from the index; the sale-and-lease-back arrangement is mentioned only 
indirectly, not by name, and is not indexed; term loans get two pages, factoring 
one-half page, and field warehousing about 150 words; and the developing 
field of stockholder management, with its emphasis on content of annual re- 
ports, financial publicity, appropriate corporate policies, etc., is not considered 
as a unitary topic. 
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The strong point of the book—if a fairly well-balanced treatment can be 
said to have a strong point—is an excellent discussion of the selection, functions, 
ethical responsibilities, and legal position of directors and officers. A separate 
chapter on executive compensation (incidentally, a topic of great current in- 
terest) adds strength to this phase of the work. 

Joun C. CLENDENIN 
University of California 
Los Angeles 


Investments 


Investment Analysis. By JoHN H. Prime. Second edition; New York: Prentice- 
Hall, 1952. Pp. xvi+557. $7.65. 


This is the second edition of a book originally published in 1946. Although 
a new chapter has been added on investment companies, on the whole only 
minor revisions have been made in the new edition. In the Preface the author 
states that “the book is designed, both for the student of investments and 
the investor himself’; it is hoped that these two classifications are not neces- 
sarily exclusive in all cases. More precisely, the book seems to be designed 
as a textbook for an elementary course in investments wherein the student’s 
preparation in accounting and corporation finance is fragmentary at best. 

In consequence, much of the material is devoted to a description of the 
nature of securities and to an explanation of the various items on corporate 
statements. Other chapters are concerned with security markets and the 
mechanics of their operation, investment mathematics, new security issues, and 
a brief treatment of investment policy. Obligations of various governmental 
units are also given extended consideration. In addition, separate chapters are 
provided on banks, fire insurance companies, and investment companies. 

A somewhat unique device is employed in the major section of the book 
which is concerned with the description and analysis of corporate financial 
statements. In each chapter railroads, utilities, and industrials are considered 
concurrently. For example, the discussion on the income statement takes up 
the nature of the operating revenue of railroads, utilities, and industrials in 
sequence, then turns to consider operating expenses of each, and so forth 
through the various elements of this statement. This arrangement is well 
organized and it has the considerable virtue of showing the similarities or 
differences as the case may be in analytical techniques as applied to these 
major areas of investment interest. 

The major weakness of this text is that it fails to come to grips with some 
of the most important elements in security analysis and selection. Perhaps 
of most importance is the sketchy treatment of common stocks. The inherent 
nature of this security requires that the investor reach an implicit or explicit 
decison on two fundamental matters when a given company is being considered 
for investment purposes. First, the investor must decide what the earning 
power of the company is likely to be in the future. This, of course, can only 
be estimated, but certain techniques can be suggested and the difficulties in- 
volved can be discussed. Second, the investor must decide if the current price 
of the security is reasonable in relation to this estimated earning power. The 
financial risks, dividend policy, interest rates, earnings trend, and the general 
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confidence in the earning power estimate are among the factors to be considered 
in reaching a final decision on the appropriateness of the price-earnings ratio 
determined in this way. 

This would seem to be the very crux of investment procedure in common 
stocks. However, Prime treats the price-earning ratio (capitalization rate) in 
a very brief way and then solely in terms of an “average” price relative to 
current earnings. It is not some average price that is of primary concern to 
the investor; it is the prevailing price at the time of analysis, and current 
earnings are useful investment data only to the extent they are considered 
indicative of future average earning power. 

Further, from the brief treatment in this book, the fledgling investor might 
get the impression that any capitalization rate set by the market is appropriate. 
It is stated that “those [stocks] with good prospects of increasing the earnings 
tend to sell at low rates [of capitalization]” (p. 456). This, of course, is a 
truism, but more to the point would be a word of warning that very low 
capitalization rates may make common stocks of even the best companies 
no better than rank speculations. Such warning never appears in the text. 

On the whole the orthodox analytical techniques used to obtain some com- 
parative insight into corporate operations and finances are explained clearly 
and fully. The summaries at the end of these chapters may be especially useful 
to the novice. Some minor criticisms, however, might be specifically noted. 
First, in the chapters on surplus and reserves, the proposition is advanced 
that surplus is used to pay dividends (p. 341). From a legal standpoint dividend 
payments may depend upon the existence of earned surplus, but in a financial 
sense surplus merely represents part of the stockholders’ equity in the total 
assets. Its existence, therefore, does not suggest that the company has the 
financial means to pay dividends in cash. 

Second, analysts have come to realize that the relative weakness of preferred 
stock as an investment contract should dictate a higher standard of earnings 
protection than on bonds, yet the investor is advised in this book to accept 
an earning coverage of 2—24 on a railroad or utility preferred (p. 450) but to 
require a 24—3 earnings coverage on the bonds of like companies (p. 446). 

Finally, investors are advised not to buy common stocks in the latter 
stages of prosperity (p. 180). This is like saying that one should buy stocks 
when they are low and sell them when they are high. The advice is impeccable, 
but it does not help the investor to establish a logical investment policy, 
and it may, in fact, turn him into a trader. Attention might have been better 
directed to a simple solution for partially overcoming the hazards of market 
variations such as dollar averaging rather than imply that the investor should 
avoid stocks during prosperous periods. If the author’s advice was followed 
during the postwar years, the investor would have been without common 
stocks during a period of substantial inflation. 

In summary, the book may serve to introduce the techniques of statement 
analysis to the student or investor without a background in accounting and 
finance. The structure and interpretation of financial statements is covered 
fully and in a well-organized fashion, although some errors in technique are 
evident. In addition, a good basic knowledge of the nature of securities and 
their markets can be obtained. However, the book in some instances over- 
simplifies the practical problems confronting the investor in the management 
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of a security portfolio and is deficient in not presenting a thorough discussion 
of security valuation procedures in the field of common stocks. 


Douctas A. HAYES 
University of Michigan 


Investments. By Davin F. Jorpan and Herpert E. Dovea tt. Sixth edition; 
New York: Prentice-Hall, 1952. Pp. x+646. $5.50. 


This major revision of Professor Jordan’s well-known book, Jordan on In- 
vestments, like its predecessor volume, is designed primarily as a textbook for 
a one-semester college course. Old friends of Jordan on Investments among 
university faculties, and there are many of them, will be pleased with Professor 
Dougall’s substantial revision. The revision reflects Professor Dougall’s very 
considerable talents, already apparent in other widely used textbooks, for 
clear, sensible, and comprehensive writing. Even in subject areas that are 
complex, Professor Dougall maintains a precise but easy-to-follow pattern of 
exposition. Consequently, the text is highly lucid and the inherent clarity of 
the material is accentuated by a publishing format which makes the book very 
easy to read. The added material is timely and very much up-to-date. 

Many of the policy observations in the book have been revised and sharpened, 
and the policy views expressed, though often summarial in form, are well 
thought out and inherently sensible. Teachers will find very few of the offhand 
quips and comments so common and annoying in some investment texts. 

With regard to the relative coverage of investment media, security analysis, 
and investment policy, as in the predecessor volumes, the emphasis continues 
on investment media and security analysis. To investment policy and manage- 
ment are devoted a total of only 94 pages, and 37 of these are devoted to 
the particular problems of institutional investors, leaving 57 pages for discussion 
of investment principles and the investment policy of individual investors. 
In contrast, an excellent discussion of investment mechanics occupies 118 pages, 
while the treatment of investment media and security analysis, difficult to 
separate in this volume, employs 378 pages. Coverage of investment media is 
especially comprehensive. For example, a full chapter is devoted to foreign 
securities. 

Usefulness of this volume as a textbook appears to hinge largely on what 
the teacher is trying to do for and with his students. This book appears especially 
helpful in informing the student about investments; an average student should 
gain from it an acquaintance with a wide range of investment facts and 
problems. Students oriented to courses essentially informational in content will 
doubtless find the book quite satisfying. 

If the teacher also has as major objectives the stimulation of active student 
thinking on basic investment problems and a concomitant development of stu- 
dent capacity to deal with policy issues that he will face as an individual 
investor, this book will be less helpful. At a number of points, basic and 
important practical problems facing the investor are raised, then virtually 
blanked off by broad statements of advantages and disadvantages of alternative 
solutions. Further, the focus or viewpoint of the book is somewhat hazy. At 
many points, the viewpoint appears to be that of a detached viewer of the 
investment scene. At other points, the authors seem implicitly to assume the 
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viewpoint of an individual small investor, while some chapters are oriented to 
problems facing employees of large investing firms. 

If the teacher is to succeed in pushing his students past the absorption of 
facts and into policy-making, decision-taking activity on many of the im- 
portant issues raised by the book, considerable teacher ingenuity and effort 
in introducing supplementary materials of the problem-solving type are needed. 
For example, the instructor might well confront his students with the situation 
of a businessman, with specific assets and needs, faced with a specific opportunity 
to invest in a new, local small business. In considering such problems calling 
for definitive action in a given situation, the students’ useful understanding of 
the broad principles set forth in the text can be extended. 

In summary, teachers who liked Jordan on Investments will find the new 
volume an up-to-date and much improved book. The emphasis, however, con- 
tinues on the substantive; considered alone as the primary material for an 
investment course, this book is much more useful in developing the “what” 
of investments than in stimulating the student to active intellectual participation 
in the “why” and “how” of investment decision. 

CuHarLes M. WILLIAMS 
Harvard University 


Investment Advice for Professional Men. Howarp A. Botton and WILForp J. 
Erreman. Ann Arbor, Michigan: Masterco Press, 1951. Pp. 90. $3.50. 


The aim of this book, to give investment advice to professional men in 
simplified easily digestible form, has been achieved. However, opinions will 
differ as to the advisability of using the advice rather than employing com- 
petent investment counsel and as to the ability of the recommended common 
stock investment technique to realize the yields expected. On page 11 the 
authors state: “As will be shown later, the long-term investor with a sound 
program can expect to earn a return of 10 per cent compounded annually 
without assuming an unreasonable amount of risk.” 

The authors divide their recommended investment program into two parts— 
one based upon the assumption that the investor will live past the age for 
retirement and the other based upon an assumption that he will die before 
that age. Insurance principles and bond investment are given justified promi- 
nence. The authors deserve credit for the educational value of their investment 
plans and for the effort they make to create a pricing technique for common 
stock. Much work needs to be done in both areas but the large gap in accepted 
knowledge is largely in the area of common stock pricing. 

Several recent publications in the investment field make some attempt to 
reduce common stock analysis to a buy price. Bolton and Eiteman suggest a 
maximum price of 11 times reasonably expected earnings, with a number of 
qualifications. John Burr Williams’ Theory of Investment Value, published in 
1938, deserves outstanding credit for an early scholarly approach to the prob- 
lem. The long-term projection of economic stability implied by Williams may 
be considered characteristic also of Bolton and Eiteman, but Williams definitely 
recognized the necessity of integrating into the pricing technique changes in 
important economic developments such as inflation whereas Bolton and Eiteman 
seem not to do so. Benjamin Graham in his The Intelligent Investor, though 
reducing the pricing technique to the operation of a multiplier against an 
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average earnings figure somewhat similar to Bolton and Eiteman, expects from 
such simplicity only a very moderate investment yield. Thus the yield to be 
expected and the scope of recognized forces are the points of issue in Bolton 
and Eiteman’s technique. 

This reviewer's experience supports Graham’s opinion that superior perform- 
ance requires superior effort on a highly complex, professional plane. Automatic, 
simple techniques for common stock pricing by-pass such economic issues as 
the question: To what extent is the monetary inflation and resulting price 
inflation of the last fifteen years a decisive factor in the price and earnings 
performance of the securities used in Bolton and Eiteman’s illustration of the 
long-run yield of stock investment on pages 65-67? Also, can past performance 
and industry diversification be relied upon to evaluate the future impact on 
relative common stock values of rearmament, amortization, new peacetime 
international activity, institutional investment policies, interest rate changes. 
taxation, stock options, pension plans, research findings, and a host of such 
forces in a dynamic economy? 

Continued implementation of recent economic theory may contribute toward 
stability in our economy. But, considerable time, adjustment, and experience 
will undoubtedly be necessary for any appreciable degree of perfection in 
maintaining our economy at high levels. Certainly during such an evolutionary 
period individual companies and very likely whole industries will undergo im- 
portant relative and absolute changes. 


Harotp A. DULAN 
University of Arkansas 


Money and Banking 


Financial History of the United States. By Paut STUDENSKI and HERMAN E. 
Krooss. New York: McGraw-Hill, 1952. Pp. x+509. $6.50. 


This book begins with the colonial period and ends immediately prior to the 
Korean situation. In chapter i, the authors state that “If one feature dis- 
tinguishes this book in financial history from others which preceded it, it is 
the authors’ belief that we not only can but do learn from past experience. 
Consistent with this belief, the authors have attempted throughout the work 
to indicate the forces which shaped events and, above all, to point out the 
advances as well as the mistakes made by each generation in handling its basic 
financial problems—state and local as well as national.” Ideas and attitudes of 
individuals are emphasized as shaping the events of history. 

The strong points of this volume are as follows: First, an effort is made to 
explain the reasoning and theories underlying the chronological development of 
financial events. Second, special effort is made to interpret history and to 
restate it in the language of our modern day. Thus, for example, considerable 
emphasis is given to the balance between government revenues and expenditures, 
monetization of the national debt, government expenditures and the business 
cycle, and the interrelation between federal, state, and municipal financing. 
Third, milestones in the financial history of this country are clearly pointed 
out. Fourth, the authors properly spend much time in analyzing and explaining 
the policies of the 1920’s; since the depression years so much has been written 
on the subject of abnormal economic conditions that we might very well wonder 
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whether economic policies existed during the twenties. Fifth, it is very difficult 
to find evidences of prejudice in this book, and if the authors have any 
particular political convictions they do not show them in the text. All of these 
factors add up to make this a desirable book for classroom use. It is my belief, 
however, that historical courses of this type should be reserved as much as 
possible for upper classmen with a sound background in economics. 

Any criticism that I have to offer is mainly in the nature of question and 
suggestion. Thus, I am wondering whether there is not some better way of 
organizing financial historical material than the traditional basis followed in 
this book. Political and military data still dominate chapter headings. For 
example, it is “Colonial Finance,” “Finance and the Revolution,” “Jeffersonian 
Finance,” and “Civil War Financing.” Some effort has obviously been made 
to break away from this method of treatment, as is indicated in some of the 
other chapters. 

But could the basic ideas set forth in chapter i, entitled “The Meaning and 
Basic Trends of Financial History,” not have served as the central theme of 
ideas in the development of this history? Then, perhaps, the minor events 
which neither contribute nor detract from the theme might have been eliminated 
entirely without any real damage. Or, putting it another way, perhaps fewer 
basic ideas with a more complete interpretation would leave the student with 
more food for thought than does a multitude of events scantily interpreted. 


Lovis K. BRANDT 
University of Mississippi 


Central Banking in Undeveloped Money Markets. By S. N. Sen. Calcutta, India: 
Bookland Limited, 1952. Pp. viiit+246. Rs. 10; 18 Sh. 


Monetary and credit control involves very special problems in countries which 
do not have a developed and functioning money market. As substitutes for the 
traditional central bank instruments working through money markets, a variety 
of special devices have been invented and incorporated in recent central banking 
legislation and practice. This volume is a study and appraisal of these devices 
as they have been used in countries with undeveloped money markets. 

The study begins with a brief but competent consideration of the character- 
istics of a developed and operating money market and the relationship such a 
market has to the ability of the central bank to influence the volume of money 
and credit. By indicating the key significance of the money market to central 
banking, the author effectively points up the handicaps to central banking when 
such a market does not exist. In successive chapters there is some discussion of 
these handicaps as they relate to use of the rediscount mechanism and of open- 
market operations. 

Devices developed to compensate for lack of a fully developed money market 
are studied primarily as they have been applied in Australia, New Zealand, India, 
Pakistan, South Africa, Ceylon, Philippines, and some Latin American countries. 
These devices include several forms of variable reserve ratios (changes in re- 
serve requirements); special account systems; commercial banking by central 
banks; direct controls over commercial bank credits by selective credit measures, 
loan ceilings, control over security purchases, or other devices; and control over 
the rate of interest paid or charged by banks. The evolution of these devices in 
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the above-mentioned countries is discussed and the experiences with them are 
usefully brought together and reviewed. 

Authority to impose and vary commercial bank reserve requirements is the 
central banking instrument which the author regards as the most promising for 
countries with undeveloped money markets. In the analysis of this measure, 
emphasis is given to the direct and immediate effect of changes in reserve re- 
quirements on the liquidity positions of all banks. The author, however, is not 
satisfied that the kind of authority over reserve requirements that has been given 
to the Federal Reserve System is adequate to the need in the economies with 
which he is concerned. 

The practice of imposing higher reserve requirements on demand; deposits 
than on time deposits is regarded as outmoded, but considered favorably is au- 
thority not only to fix different reserve requirements for different classes of 
banks but also to fix different requirements for different geographical areas. In 
this analysis, incidentally, it is said that the Federal Reserve System, by open- 
market operations, can relieve a local reserve stringency or redundancy in a par- 
ticular city or area, presumably without affecting other sections of the country. 
In the United States the government security market is a highly organized, na- 
tional market and System purchases to provide reserves for one area alone are 
not attempted and would not, in fact, be practicable. 

In the discussion of variable reserve ratios and of the Australian Special Ac- 
count system the author develops his case for what is called in the United States 
the “ceiling reserve plan.” This type of measure would permit the central bank 
to impose, at a time of special inflationary threat, higher reserve requirements 
(up to 100 per cent) on increases in deposits after a certain date. The experience 
of Australia with the Special Account arrangement both during the war and in 
the postwar period is very sympathetically considered, and the author’s favor- 
able analysis of this experience seems to to reflected heavily in his conclusions. 

There may be some reason to question, however, that this Australian experi- 
ment has been as successful as is indicated. Further study of this phase of Aus- 
tralian financial history may rather suggest that when inflationary monetary and 
credit tendencies gathered strength in the postwar period this system was not 
in practice an effective restraint and at the same time, both during the war and 
after, other more basic fiscal, monetary, and credit actions that might have been 
taken to lessen inflationary pressures were not used as vigorously as perhaps 
they might have been because of the heavy reliance on the Special Accounts 
mechanism. 

In the sections on selective credit controls, consideration is given to the theory 
and experience with qualitative credit controls and other direct credit measures 
in these countries. Discussion of such controls goes beyond special regulations 
over the terms of credits for purchasing stock or consumers’ durable goods. 
Various kind of loan ceilings for individual banks, ceilings on specific categories 
of loans for individual banks, and measures for setting maximum rates of in- 
crease for loans at individual banks, are all discussed and the advantages and 
disadvantages of such measures are explored in some detail. The impression is 
clear that the author regards the weight of argument to be in favor of such 
direct powers for the central bank. 

This study will be a valuable source to students of central banking for infor- 
mation and an analysis of the various central banking measures that have been 
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devised in recent years as substitutes for traditional monetary and credit instru- 
ments. Although the volume is concerned only with their development in coun- 
tries that do not have well-developed money markets, it will be useful to stu- 
dents of the same kinds of measures which have been proposed for and frequent- 
ly adopted in more highly developed economies, when the money market has not 
been left free to perform its functions. 

The author seems satisfied to see a central bank intervene directly to regulate 
credit developments in almost any way and to whatever degree the community 
will tolerate. He concludes by stating that centralization of all authority over 
credit in the hands of the central banks has undoubted merits. It is admitted that 
the dangers in granting such great powers may prove serious if men in authority 
make mistakes because the repercussion of mistakes will spread throughout the 
whole system. The proposed safeguard is to have all the relevant facts, gathered 
by men who know what to pick up and what to ignore. 

But the idea that a group of technical experts should direct in detail the course 
of economy’s development is not appealing to this reviewer, whether that direc- 
tion be attempted through direct controls over prices, wages, and the allocation 
of materials or through detailed direct control over the distribution of credit. In 
a democratic economy, central banking measures should in so far as possible be 
indirect and impersonal and aimed at relating the aggregate volume of money 
and credit to the total needs of the economy for the purpose of promoting and 
maintaining high and expanding levels of economic activity. Techniques which 
by their nature require constant judgments by an individual, or a few individ- 
uals, as to the kind and course of economic development and who or what groups 
should be permitted or encouraged to undertake it are not appropriate substi- 
tutes for central banking measures which permit such decisions to reflect a com- 
posite of millions of individual decisions in the market place. 


RICHARD YOUNGDAHL 
Board of Governors of the 
Federal Reserve System 


The Management of Bank Funds. By Rotanp I. Rosinson. New York: Mc- 
Graw-Hill, 1951. Pp. vii+425. $5.50. 


There is no lack of literature dealing with the banking system as a monetary 
institution. There is also available a number of works that go into the technical 
aspects of bank operation. Between these two types of approach, however, there 
is something of a gap. Very little of note has been written with a focus on policy 
formation in the individual bank—certainly nothing that is comprehensive and 
up-to-date. 

Professor Robinson attempts to fill this gap. He concentrates on the task fac- 
ing the management of a bank as it seeks to employ the funds contributed by 
depositors. As he sees it, the problem may be stated in general terms as one of 
resolving the conflict between safety and profit. In tackling this problem, the 
author holds that a sound banker will emphasize safety and will prefer those 
types of credit for which the commercial bank is especially well adapted. 

On the basis of these general principles the following schedule of priorities is 
set up. The first consideration is to maintain adequate cash reserves, and the 
second is to invest some of the funds in a form that can readily be turned into 
cash. The third is to meet customers’ demands for loans and the fourth is “open 
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market investment for income.” Throughout the book, the author emphasizes 
his conviction that direct lending to customers is the credit task for which a 
commercial bank is best fitted. 

This system of priorities determines the structure and organization of the 
book. Part I deals with primary and secondary reserves, Part II with bank lend- 
ing, and Part III discusses specific types of loans—consumer, real estate, and 
agricultural lending, as well as term and secured loans to business. Part IV is 
concerned largely with investment and Part V with the determination and uses 
of bank profits. This arrangement—following logically from the basic thesis as 
to priorities—seems especially appropriate and satisfying. 

This reviewer believes that the author does the job which he sets out to do 
and does it in a competent manner. One gets the impression that his views grow 
out of a long and close acquaintance with banking practices and policies and that 
he has discussed such problems with executives who are wrestling with them day 
by day. Yet the emphasis is on principles rather than on procedures. There is 
ample recognition that the application of principles varies with general economic 
conditions and with the size, location, and other characteristics of the individual 
institution and its customers. 

Though the author is not primarily concerned with the operation of the bank- 
ing system as a whole, he rightly feels obligated to consider some of the condi- 
tions imposed on the individual bank by the Federal Reserve authorities and the 
Treasury. This discussion is the least satisfactory part of the book. Though it 
is adequate for the reader who has previously studied the broader aspects of 
banking, it is too brief and condensed for one who lacks such preparation. How- 
ever, since the difficulties here are probably insuperable, it may be unfair to 
criticize the writer for failing to surmount them. 

Little of importance seems to have been omitted that has a bearing on the 
problem of the employment of commercial bank funds. The topics discussed 
range from the handling of distressed loans to the bearing of money market 
conditions on bank asset management. Readers will welcome the extended treat- 
ment given to “term loans” and other recent developments. Some may wish that 
more attention had been given to the historical background of the problems 
discussed, and others may criticize the writer for his neglect of the international 
aspects of commercial banking. However, the author (no doubt, rightly) con- 
sidered such matters to be outside the scope of his work. 

The book lends itself to a variety of uses. It will certainly be of considerable 
interest to bank executives looking for a balanced discussion of asset control. 
Teachers may find it suitable as a basic text, supplemented either by cases in 
bank management or by additional readings in the social and monetary aspects of 
the banking system. It can be used as collateral reading in money and banking 
courses either on the undergraduate or graduate level. 

RALPH E. FREEMAN 
Massachusetts Institute of Technology 


Business Forecasting. By FRANK D. Newsury. New York: McGraw-Hill, 1952. 
Pp. vii+273. $4.75. 


This book is addressed to businessmen and is primarily concerned with the 
forecasting of general business conditions, although there are chapters or sections 
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on forecasting the sales of individual firms and industries as well as the fore- 
casting of the general price level and specific product prices. 

A strong point in favor of this book is the author’s conviction that “good” 
forecasting must be based on an understanding of economic behavior. Accord- 
ingly substantial space is devoted to the theory of income determination. Really 
one may organize this part of the work by recognizing that its logical framework 
consists of two variants of income theory: first, an older approach based on the 
equation of exchange; second, the more recent approach based on expenditure- 
income relations. Reduced to their essentials, they argue somewhat as follows. 
The former states that in the long run GNP = MV, where M is the money sup- 
ply and V is a parameter concerning gross income velocity. The latter states 
that GNP = C(GNP) + B+G+4+F, where the function C = C(GNP), de- 
pends on two structural relations, namely the consumption function, C = 
C(¥p), and the disposable income function, Yp=Yp(GNP), and where C = 
consumption expenditures, B = gross private domestic investment, G = govern- 
ment purchases of goods and services, F = net foreign investment, and Yp)= 
disposable income. 

The first approach makes possible a crude forecast of GNP for some future 
period if estimates of M and V are available for the same period. Although V 
is very unstable in the cyclical short run, it appears to have possessed remark- 
able stability in the secular long run. It is indeed unfortunate that the author 
has failed to present or even give reference to the empirical estimates of V by 
Angell and Warburton. If an independent estimate of full employment GNP for 
the same period is also available, this approach may also be used to forecast the 
price level. 

Many economists will share the reviewer’s conviction that the second ap- 
proach is more powerful than the first as a forecasting device, especially for 
short-run forecasts. Chapters 7 and 8 are probably the best in the book. Unfor- 
tunately, the exposition concerning the building of empirical GNP model sys- 
tems is not as clear or full as might be desired. It does not stress the underlying 
structural relations mentioned above but operates with a reduced form income 
equation for purposes of forecasting. The business reader will not understand 
how C(Yp) and Yp(GNP) may be modified to account roughly for significant 
changes in liquid assets, backlog demand, consumer credit, tax structure, trans- 
fer payments policies, dividend policies, etc. Neither is there a discussion of, 
nor a reference to, the Samuelson-Modigliani-Duesenberry consumption function 
hypothesis. And worst of all, there is no reference to the postwar consumption 
function controversy so that the reader may supplement the text. Furthermore, 
it would have been desirable from the point of view of long-run forecasting to 
have considered empirical capital-output relations with reference to potential 
output growth as a means of estimating investment requirements. Finally, al- 
though the Hagen transition forecast and the Mosak 1950 forecast are briefly 
discussed, the important postmortem review articles of Hagen and Klein con- 
cerning the former are not mentioned. Nothing short of a complete bibliography 
of this literature is acceptable. 

Chapter 8 explains how estimates of the autonomous economic variables B, 
G, and F may be made for some future period. This is carefully done although 
the difference between the federal administrative and cash budgets and their 
attendent implications for short-run forecasts is not discussed. The author might 
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also have shown how these economic models could be used to estimate infla- 
tionary gaps and thus inflationary pressures on the price level. 

Many will find significant objections to the methods proposed by the author 
for decomposing time series into their component periodicities. The use of the 
moving averages method requires a faith in it that few persons possess; the 
rate of change method involves the implicit assumption of a constant geometric 
rate of growth if it is to remove the secular trend properly and other complex 
assumptions for appropriate seasonal correction. 

It would have been desirable to include some uf the findings of the National 
Bureau of Economic Research concerning cyclical fluctuations even at the cost 
of omitting some of the material of a similar nature now included in the volume. 
In fact, no work of this type is probably complete without it. 

The chapter pertaining to price forecasting adds little to the volume while 
that on sales forecasting would have been substantially improved by presenting, 
or at least giving a reference to, the studies made by Atkinson for the Depart- 
ment of Commerce on the demand for the major types of durable consumer 
goods. 

This book is certainly a welcome addition to the literature because the mate- 
rials on forecasting are so widely scattered. There is only one other book ad- 
dressed specifically to forecasting and it is believed to be somewhat less useful 
than the present work. The informed businessman should find this book helpful. 
It should also be of use as supplementary reading in courses concerned with 
business cycles and forecasting. 


FRANK E. Norton, Jr. 
University of California, Los Angeles 


Defense, Controls, and Inflation. Edited by AARON Director. Chicago: Univer- 
sity of Chicago Press, 1952. Pp. x+342. $3.50. 


Hardly a better assignment could be given to advanced undergraduate and 
graduate students of economics and finance, to enable them to get the “feel” of 
the complexities involved in trying to achieve stability in a period of mobiliza- 
tion or semiwar, than the first three chapters plus the fifth and sixth chapters 
of this book. For here we have a host of distinguished economists, businessmen, 
lawyers and professors of law, legislators, and government administrators—sev- 
enty in all—presenting their widely diverse views as to the effectiveness of vari- 
ous kinds of monetary and fiscal policies, the proper relationship among them, 
their effectiveness compared with that of direct controls, whether they should 
be supplementary to or supplemented by direct controls, and the over-all co- 
ordination that any planning for stability must presumably have. 

The book is a transcript of the proceedings of the conference held at White 
Sulphur Springs, West Virginia, on April 6—8, 1951, and sponsored by the Uni- 
versity of Chicago Law School. The Volker Fund of Kansas City pre ‘ded a 
grant to cover the expenses of the conference and provided further funds to 
assist with the publication of the book. 

Seven sessions were held during the period of the conference, one devoted to 
the role of monetary policy, one to the role of fiscal policy, another to the level 
of public expenditures (this one, it appears, having been run in though it was 
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not provided for in the original plans), two to the role of direct controls, one to 
the problems of rearmament in the British economy, and the final one to the 
long-run effects of controls on free institutions as well as to a general summing 
up. 

The proceedings of each session are presented as a chapter in the book; and 
these chapters, in turn, are preceded by a most helpful introductory chapter, 
written by Professor Director and his associates, in which the results of the 
conference, in terms of areas of agreement and disagreement, are described. For 
the meetings on monetary and fiscal policy and on direct controls, outlines (con- 
sisting chiefly of lists of penetrating questions) were presented to the conferees 
with the objective of keeping the discussion within reasonable bounds, and these 
are reproduced in the book. 

In the chapters of the “assignment” referred to above, there is truly the 
“clash of expert opinion,” as is promised on the dust cover of the book; and one 
can savor the give-and-take almost as if he were present in person. Most state- 
ments are brief and to the point. Strong opinions are quickly challenged. Excep- 
tions are quickly pointed out to modify sweeping generalities, and specific pro- 
posals are condemned because of alleged undesirable consequencs. The respective 
chairmen had difficulty in keeping the discussion close to the outlines and wor- 
ried themselves about the lateness of the hour and the many unanswered ques- 
tions—sometimes, unfortunately, breaking into fruitful arguments before the 
disputants had time to exhaust their supply of ammunition. 

Controversy was prominent, too, in the session devoted to government expen- 
ditures, but to the reader it is not likely to be quite so exciting, because em- 
phasis had to be placed upon military expenditures about which the conferees 
did not seem to feel particularly expert, and, anyway, expenditures planned for 
fiscal year 1952 which are not history. In the sessions devoted to British prob- 
lems and to the consequences of controls on free institutions, the procedure 
shifted rather sharply from discussion to speechmaking, so that the transcript 
in these areas, though still instructive, is much less exciting reading than that of 
the earlier sessions at which expert opinion was given a much wider opportunity 
to do some clashing. 

One does not look into a book such as this to find out what monetary and 
fiscal instruments are, what direct controls are, and how all such things theo- 
retically are expected to work; but if he is interested in the practical problem 
of selecting the proper kinds of control to apply in a situation which can only 
be described as infinitely complex, he will find a great number of provocative 
ideas here. Some of them are touched upon only fleetingly, and many are not 
analyzed at length—but the very incompleteness of the discussion and the very 
tentativeness of the conclusions should be all the more a prod to the reader to 
intensify his own thinking and research upon these matters. 

RAYMOND P. KENT 
University of Notre Dame 
Financial Institutions. By Erwin W. BoEHMLER (editor), ROLAND I. ROBINSON, 
FrANK H. Gane, and Lorine C. Farwe t. Chicago: Richard D. Irwin, 1951. 
Pp. xxii+650. $5.50. 


The authors’ purpose is “to introduce the reader to the whole field of finance,” 
either as “a terminal course of study or a foundation for advanced work.” Start- 
ing with the division of labor and the awkwardness of barter, the introductory 
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chapters set forth the functions of money and credit. A description of ‘“non- 
monetary” institutions follows, comprising two-thirds of the book. The com- 
mercial bank is the first institution under this heading, and a bit of pussyfooting 
is necessary to explain bank lending without going into credit creation. Firmer 
ground is reached in the chapters on corporate finance and the specialized serv- 
ices of brokers, dealers, insurance companies, trustees, and so on. The final 
third of the book deals with changes in the value of money, credit creation by 
the banking system, business fluctuations, the Federal Reserve System, and gov- 
ernmental and international financial relationships. In comparison with the cus- 
tomary accounts of these “monetary” institutions in elementary economics text- 
books, this discussion is shorter on theories and longer on facts. 

The treatment of the topic has a panoramic quality, both in the comprehen- 
siveness of its coverage and in the variety of its expository devices. The clear 
and readable text is frequently supplemented by exhibits of financial documents, 
diagrams of relationship, and statistical tables. Periodic outlines clarify the or- 
ganization of the material to be covered. Each chapter concludes with an anno- 
tated bibliography and a set of questions, requiring, in the main, a reiteration of 
the points in the text. Graphic details enrich the sweeping picture of the finan- 
cial environment, making it appear live and real. 

As a text for a terminal course in finance, the volume possesses some of the 
weaknesses to which the institutional approach is predisposed. There is a tend- 
ency to place emphasis on the aspects of behavior which are most easily under- 
stood, rather than those which are crucial in explaining the economic system. 
On the basis of space allotted, the student might conclude that investment com- 
panies and invesment counselors are as important as the Federal Reserve System 
or the government in shaping the financial milieu. There is also a tendency to 
blur the exposition in order to avoid theoretical issues. A case in point is the 
lender who “was pleased to forego using his savings immediately, or was willing 
to place his savings in less liquid form. . .” (p. 37). Finally, there is a failure 
to take into account the interactions between the behavior of the different 
groups. Not until page 550 is the concept of the money market introduced. Con- 
sequently, the role played there by the preceding financial institutions is never 
brought into focus. The student whose knowledge of finance was confined to 
this book would have little understanding of the aggregate money flows through 
the financial sector of the economy, or of their effects on the members of the 
paying and receiving sectors. 

Therefore, it seems that this volume would be more valuable either as a ref- 
erence book, or as an introduction and supplement to traditional courses in cor- 
porate finance or money and banking. A standard text in either of these fields 
would duplicate some of the factual material, but it would be unlikely to cover 
the more specialized financial institutions commonly relegated to a limbo be- 
tween them. 

ALICE JOHN VANDERMEULEN 
Claremont Men’s College 


Insurance 
Lloyd’s. By C. E. Gotptnc and D. Kinc-Pace. New York: McGraw-Hill, 1952. 
Pp. vii+220. $4.50. 


The authors attempt to describe how Lloyd’s originated and developed, what 
Lloyd’s is and does. The first chapter deals with origins. The next two tell of the 
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two main constituents: the underwriters and the brokers. Next in turn comes a 
description of the business done, then the claims procedure, then the array of 
important services, and finally the effect of World War II. 

The authors have done admirably what they set out to do. The book is easy 
and interesting to read; but when it is finished, the reader has a clear under- 
standing of the growth and development, present structure, and functioning of 
a vast and complex institution. The book exudes authoritativeness, which is not 
surprising since both authors have been in the insurance business in London for 
more than fifty years, one at Lloyd’s during the five decades. What is surprising 
is that, having been so long so deeply immersed in this technical business, they 
can produce such lucid and non-technical prose. 

The job was very worth doing. It provides dependable information in an 
easily available form on an institution and a function that has unfortunately 
been obscure and difficult. The entire insurance business should be grateful to 
the authors—and should diligently search for those who can emulate the job for 
other lines of business. 

This book can be used for a class text and for the general reader. For the class 
it can serve admirably as an introduction and as a guide through more complex 
materials. The general reader will be rewarded by an instructive description, 
clearly and stimulatingly told. 

The foregoing should make it clear that I both like and admire the book. The 
chief point on which more information seemed desirable is how premiums for 
the risks—both marine and non-marine—are calculated. But this is forbidding 
territory even for authors so gifted in telling of complex matters simply, and 
the avoidance is quite understandable. 

The authors could quite properly have included a chapter on the economic 
and political significance of Lloyd’s. The performance of the function of marine 
insurance over the past two centuries has surely contributed much to the spread 
of commerce and thus the growth of technology; it has surely also been a great 
force in the growth and spread of the English-speaking world. 

DonaLp B. Wooparp 
Mutual Life Insurance Co. of New York 


Public Finance 


Taxation and Business Concentration: A Symposium. Edited by A. D. H. Kap- 
LAN. Princeton, New Jersey: The Tax Institute, 1950. Pp. viii+264. $5.00. 


Part One of this publication deals with the impact of federal tax programs on 
two selected business activities: (1) the retailing industry and (2) the manu- 
facture of tobacco. The investigations of the retailing industry are centered 
around a discussion of the chain store tax and the sales tax as elements of con- 
centration. The conclusion is that these taxes might discriminate against the 
larger units, but do not significantly alter competitive relationships. However, 
these larger units have an advantage in the income tax field because of their ac- 
cess to the money markets. On the other hand, concentration has occurred in 
the tobacco industry as a result of federal tax policies, according to H. M. 
Robertson. He sees competition in this industry depending upon price competi- 
tion, which has been materially lessened by the ad rem tax program. The pro- 
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posed federal ad valorem levy on tobacco products is looked upon as a step 
toward solving this problem. 

Part Two discusses business survival and growth as a result of federal income 
tax programs against earnings and depreciation. A paper by Allan F. Ayers, Jr., 
gives a clear picture of the effect of the famous Section 102 of the Internal 
Revenue Code. This section, it will be remembered, deals with the amount of 
retained earnings which a company might hold without penalty and is viewed 
by the author as a factor in increasing concentration. Depreciation allowances 
of the Bureau of Internal Revenue are looked upon by Maurice E. Peloubet as 
another factor which increases concentration because the small firm, as a rule, 
cannot swing its depreciation programs as advantageously and easily as the 
larger firms in most industries. James O. Wynn, on the other hand, considers 
the carry-forward and carry-back provisions of the revenue codes to be instru- 
ments of competition. Mergers tend to be discouraged because the “carry” pro- 
visions are lost. It might be noted that little or no consideration is given to 
extremely small businesses in any of these papers. 

Part Three of the symposium is a spirited debate on the present tax advan- 
tages of tax-exempt forms of business enterprise. Farm co-operatives and gov- 
ernmental enterprises are the principal subjects. 

Part Four examines individual income tax rates and business survival develop- 
ment. The consensus shows that a sizable portion of investment funds are be- 
ing funneled from private investment by the increased money requirements of 
the federal government. Concentration is fostered by the very structure of estate 
taxes, according to W. T. Hackett. He believes the small, closely held business 
to be the principal sufferer. 

Part Five investigates the amount of concentration resulting from corporate 
tax provisions. It includes Beardsley Ruml’s famous presentation on “cheap 
dollars” under the excess profit tax of today. It is generally concluded in this 
section that the amount of concentration is correlated to the size of tax rates 
on excess profits. 

Part Six is a presentation by Professor Alfred G. Buehler on “The Theory of 
Taxation.” After reviewing the main theories of present-day tax programs, he 
strikes a note seldom heard these days that “taxation should be employed for 
revenue only and never for reform.” The reviewer feels that we, as a nation, 
have lost sight of this excellent doctrine in the last two decades. The controversy 
in Part Three might well have been argued on these grounds. Professor Buehler 
argues that reforms are needed in business tax programs because many of them 
have become social rather than financial programs. 

The book is well edited and presents arguments both for and against many of 
the subjects. It will be of particular value to students of public finance, govern- 
mental accounting and federal income and estate taxes. 


W. G. Hevson 
University of Miami 


Financing Defense. By ALBERT G. Hart and E. Cary Brown. New York: Twen- 
tieth Century Fund, 1951. Pp. xiv+161. $2.00. 


Since the Korean invasion, our economy has been somewhat hybrid. While its 
structure has not been altered enough to become a war economy, it no longer 
fully conforms to the peacetime pattern. Moreover, there is a gap between de- 
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fense efforts and ideology. While fiscal outlays for war have jumped to levels 
not too distant from those of the past emergency, the public at large has been 
averse to admit their significance. As Professors Hart and Brown suggest, the 
present state of economic affairs can be called a “readiness economy.” 

How can the huge cost of national defense be met without letting loose the 
tempest of a ruinous inflation? To the authors, subsidization is an almost ideal 
weapon. It would reduce the inflationary pressure simultaneously from two di- 
rections, by abating its ‘“‘cost-push side” as well as its “demand pull.” Also, 
psychologically and politically, subsidies would display definite advantages. Since 
they would be welcomed by the two antagonistic social groups of producers and 
consumers, they represent “a tempting way to try to please everybody.” Unfor- 
tunately, however, these advantages cannot be enjoyed without subsequent pain; 
the final burden of subsidies would rest on the taxpayer. Moreover, as the au- 
thors suggest, subsidies display a marked downward rigidity. In the midst pf in- 
dustrial mobilization they cannot be cut without threatening the economy with 
another wave of the inflationary cost-push. 

More favorable results should be expected from a revision of our system of 
commodity taxes. Here, the authors rely on a novel though oversimplified ap- 
proach. Excises are grouped into two classes: those which absorb demand and 
those which shift demand. Apparently, to a readiness economy, demand-shifting 
excises have not much to offer. A greater demand for substitutes does not reduce 
inflationary pressure. Nor would it help government financing. Fiscal politicians, 
however, should pay attention to taxes on tobacco, gasoline, utilities, rent, food, 
alcohol, and recreation, all of which would cut back total demand and raise sub- 
stantial additional revenues. It may be doubted whether the dichotomy of de- 
mand-shifting and demand-absorbing excises provides a key for policy decisions. 
Whether eventually such taxes will result in an absorption or a shifting of de- 
mand cannot be inferred exclusively from the object of taxation. The pattern 
and the rate structure of the tax and general business conditions may also affect 
the final outcome. 

In view of the uncertainties connected with commodity taxes the authors are 
right in concentrating on other possible changes. They devote some attention to 
the proposals of a general sales tax and of the lowering of income tax exemp- 
tions, both of which would absorb tax-free income below exemption levels and 
thus assist in stemming the inflationary tide. Yet, in the case of the general sales 
tax, the authors are prepared, for political reasons, to sacrifice part of its desir- 
able effect by granting a general family allowance. The lowering of exemptions 
of the personal income tax is indorsed. The authors recommend its’ counterbal- 
ancing by an extension of the withholding device to dividend and interest pay- 
ments. 

Other plans also are reviewed and appraised, for instance a spendings tax, a 
general tax on increases in individual income, and a general net worth tax. The 
discussions are sometimes too sketchy to support final conclusions. In the case 
of some of the these measures the analysis would have gained by surveying the 
impressive experience of various European countries. Also, it might have been 
better to stick more closely to pure scientific reasoning and to give no weight 
to political arguments. 

In general, the authors succeed in combining economic analysis with factual 
information. They present the main issues succinctly and vividly. These quali- 
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ties and the prevailing conventional approach render the book particularly useful 
as an introduction to the study of defense financing. 


Fritz Kart MANN 
The American University 


The Control of Public Expenditure. By Bast. CuusB. New York: Oxford Uni- 
versity Press, 1952. Pp. vii+291. $5.00. 


The control of public expenditure has been largely neglected by public finance 
writers, yet the staggering burden of taxation in countries throughout the world 
makes the subject one of vital interest. Hence this volume dealing with Parlia- 
ment’s efforts to control expenditures during the past century is of timely impor- 
tance—perhaps even more so in this country than in Great Britain, since Par- 
liament appears to have developed some procedures that might be worth close 
study on this side of the Atlantic. 

The volume is characterized by orderly presentation and compact factual in- 
formation and, despite the detailed record and analysis of committee activities, 
will be found highly readable by any person concerned with the subject matter. 
The use of subheadings, however, would have facilitated its use. The subject 
matter concerned is of such importance that the reviewer’s space can be most 
effectively utilized by summarizing its contents. 

The House of Commons has experimented with three types of select com- 
mittees designed to enable it “to see that it gets twenty shillings worth of goods 
for every pound it spends.” Matters of policy are excluded from consideration 
by the committees. 

The Committee of Public Accounts was set up in 1861 to be, in Gladstone’s 
words, “the last portion of the circle” of control. It had been preceded by the 
adoption of orderly budgeting and accounting methods. This venerable commit- 
tee has had an extraordinary record of success for the past ninety years. The 
public accounts are audited by the Audit Department. The committee plans its 
program on the basis of the report by the Comptroller and Auditor General. 
Witnesses are heard. Reports of the committee are technically made to the 
House of Commons, but it is actually the treasury that takes the matter up 
with the departments. “The combined weight of the Committee and the Treasury 
is enough to insure that departments take notice of and implement recommenda- 
tions.” The author attributes the success of this method of control to the fact 
that it is “expert,” “financial” (that is, accounts and accounting), “judicial,” 
“non-party,” “deterrent,” and “not a mere post mortem.” 

The House has experimented on several occasions from 1912 on with estimates 
committees “to examine the estimates.” These committees suffered from vague 
terms of reference, and from the lack of anything corresponding to an audit to 
rely upon. In some years their results were further vitiated by inefficient pro- 
cedure and methods. “When they tried to examine the estimates figures their 
difficulties were insurmountable. . . . When, on the other hand, they tried to 
conduct general reviews of current expenditure, and to look to departmental 
methods, organization, conduct, they achieved rather more promising results.” 

The third type of select committee utilized for control has been the expendi- 
ture committees and the present so-called Estimates Committee is included in 
this category. “Broadly speaking, they have inquired into selected pieces of cur- 
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rent business, either completed or in hand, and have reviewed them with an eye 
to their efficient conduct.” The committees have not had the advantage of pre- 
liminary research or audit, but have found their starting points for investigation 
in suggestions from the public, from M.P.’s, and from their own members. 

The author concludes that a simple and formal type of control, via profession- 
ally audited accounts, has been achieved through the Audit Department and the 
Public Accounts Committee. It has become apparent, however, that accounting 
control does not necessarily prevent waste or inefficiency. Therefore, the need 
for an additional committee arises. Such a committee ought to perform two 
main functions: investigation of selected pieces of business or the general con- 
duct of affairs in a few departments; and investigation of horizontal problems 
affecting many departments, “such as methods of controlling the spending of 
central government grants by local authorities, or the possibilities of recasting 
the estimates .. . in a new form.” 

MABEL L. WALKER 
Tax Institute Incorporated 
Princeton, New Jersey 


Successful Tax Practice. By Hucu C. Bricxrorp. Second edition; New York: 
Prentice-Hall, 1952 Pp. xxi+463. $5.30. 


This book, by an experienced tax attorney, can be of great value to students 
of finance with little or no legal training, particularly to those with a special 
interest in taxation. It provides the best description this writer has yet seen of 
the sources of information and rulings on tax law; the organization and opera- 
tions of the Bureau of Internal Revenue and the Tax Court; and the handling 
of tax cases in other courts. It is not concerned with legal philosophy and its 
description of legal procedures and technicalities are in terms which can be 
easily understood by any intelligent layman. It is liberally sprinkled with perti- 
nent and often pithy examples drawn from the author’s experiences. 

The author’s approach to tax matters is easy, prosaic, forthright, and whole- 
some. He emphasizes the necessity of hard work, thoroughness, and precision 
in preparing cases; the tax lawyer must know all the facts in the case and all 
the laws, rulings, and court cases bearing on them. Finally, when the witness 
is on the stand, “There is another important point: tell your witness to tell 
the truth” (p. 346). 

In an effort to give young lawyers some elementary instruction in the math- 
ematics of finance, the author devotes three chapters (4-6) to the problem of 
determining market value. Although the material will be quite elementary to 
most economists, it is well presented—with one exception. In discussing the 
way in which interest rates affect capital values, he uses a bond (actually a 
mortgage note) as an example and treats it as though it had no maturity date 
(pp. 76-81). He should have used common stock or real estate as the example. 
In dealing with bonds, he should have explained the general principle and 
recommended the use of a good bond table. 

Chapters 7 and 8 are especially helpful to those engaged in research on tax 
problems. They contain many clear, helpful, and detailed instructions for as- 
certaining the present status of tax laws and regulations and describe the 
various tax services available. The frequent mention of one particular series 

















Book Reviews 93 


of tax services may strike some academic minds as smacking of advertising 
in a scholarly work. 

Chapters 10 and 11 contain much sage advice on the preparation of tax 
returns and ways for keeping taxes down. The present organization and opera- 
tions of the Bureau of Internal Revenue are described in chapters 12 and 13. 
In the remaining chapters the author describes, step by step, the procedure 
followed when a tax return is protested and shows how it is negotiated or 
litigated before the various divisions of the Bureau, before the Tax Court, and 
before the regular federal courts. 

Because this book is well written and uses only a minimum of technical 
legal language, many of its chapters could well be used as reference reading 
in a course in federal taxation. 


B. U. RaTcHFoRD 
Duke University 


International Finance 


The International Economy. By P. T. ELLswortH. New York: Macmillan, 1950. 
Pp. xx+922. $5.50. 


In this successor volume to his excellent Jnternational Economics (1938), 
Professor Ellsworth has employed a novel and extremely interesting approach. 
His new book combines economic theory with the history of international 
economic relations, and at the same time lays bare the roots of current inter- 
national economic policy problems in the distant or not so distant past. This 
attempt at synthesis is the distinctive feature of the book, gives it special color, 
and makes it altogether different from the usual textbooks on international 
economics, including the author’s earlier volume. 

Needless to say, some students will take a dim view of the author’s methodo- 
logical approach. Admittedly, the need for repeatedly shifting from theory to 
history and vice versa and for returning to related theoretical issues in widely 
different parts of the book makes at times for confusion or at least difficult 
reading. It certainly interrupts the continuity both of doctrinal evolution and 
historical exposition. The use of the historical method also forces the reader 
to acquaint himself with a great deal of detail the relevance of which is some- 
what dubious in a volume that does not claim to be a textbook on economic 
history. 

But to those who prefer their study of theory enlivened by historical illustra- 
tion and their understanding of changes in economic doctrine and of policy 
problems enhanced by historical perspective, Professor Ellsworth’s competent 
and comprehensive volume will offer many rewards and prove more attractive 
than the traditional treatment of the subject. To this reviewer, the merits of 
the historical approach by far outweigh its obvious shortcomings. 

The six parts of the book cover a wide range of historical, theoretical, and 
policy issues. Part V is entitled “The Theory and Practice of a Disorganized 
Trading System” and contains, in addition to an excellent exposition of the 
theory of the equilibrium rate, interesting chapters on exchange controls, ex- 
change depreciation, fluctuating exchange rates, and various forms of trade 
control. “Problems of Reconstruction” are dealt with in the 221 pages that 
make up Part VI. Readers interested in the more recent history of international 
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financial relations will find here extremely useful chapters on the postwar dis- 
equilibrium of Europe and the efforts to correct it. 

Parts I to IV supply the reader with the analytical tools and historical back- 
ground prerequisite for a judicious appraisal and full understanding of current 
problems in the field of international economics. The early chapters of the 
book bring out the outstanding features of the mercantilist period and the 
rise of economic liberalism. Part II covers the pure theory of international 
trade, but the classical and modern theories of adjustment of the balance of 
payments are developed in Part III, which combines theoretical analysis with 
descriptive chapters on the rise of nineteenth-century Britain to industrial, 
commercial, and financial predominance. A detailed exposition of the crumbling 
and final collapse of the international trade structure during the world economic 
depression is the main subject matter of Part IV. 

The few gaps of the book, such as the absence of a detailed discussion of 
international cartels and monopolies, including commodity agreements, are the 
result of a deliberate decision by Professor Ellsworth who felt that it was not 
his purpose to write an encyclopedia of international economic affairs. Some 
readers may feel that the Ricardian theory of comparative costs has not been 
given the coverage that it deserves and others may miss a full discussion of 
international investment and certain aspects of commercial policy such as 
state trading. On the other hand, some of the early postwar events have per- 
haps received too much attention, considering the fact that their significance 
will in a year or two be overshadowed by more recent developments. One may 
also question whether it is wise to discuss the United States balance of pay- 
ments against the background of London’s predominant position in the inter- 
national trading world during the prewar period rather than in the setting of 
dollar shortage with which large parts of the book are concerned. 

But the organization of the subject matter and the amount of space assigned 
to various subjects are largely a matter of personal preference and in any case 
do not give cause for any serious criticism of this vividly written and lucid 
volume which represents one of the more valuable textbooks in the field of 
international economics. 

Frep H. KLopstock 
Federal Reserve Bank of New York 


Real Estate Finance 


Commercial Bank Activities in Urban Mortgage Financing. By Cart F. BEHRENS. 
New York: National Bureau of Economic Research, 1952. Pp. xix+131. 
$2.50. 


This volume is another in the series on urban mortgage financing published 
by the National Bureau of Economic Research. Statistical data are used to 
analyze the role of commercial banks in the urban mortgage market, the char- 
acteristics of the loans which were made by the banks in the period from 
1920 to 1947, the experience of the banks with urban mortgage loans for the 
same period, and the urban mortgage lending operations costs and returns of 
the banks for the year of 1946. 
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The material as presented is based upon the mortgage loan experience of 
170 banks and, as is pointed out in the study, should be used with care in 
relating interpretations of these data to the lending practices of commercial 
banks as a group. The report compares the results from its sample with the 
results of similar studies for insurance companies. This comparison shows that 
the sample data may be relied upon to a considerable extent because of the 
close correspondence between the sample-findings and data on life insurance 
companies which are known to parallel bank experience in urban mortgage 
lending. 

The first chapter reviews the developments which led to the participation of 
commercial banks in urban mortgage lending, and summarizes the present legal 
basis on which the banks may now loan on real estate mortgages. 

Chapter 2 examines the role of the urban mortgage investments of all com- 
mercial banks and indicates that the banks tend to enter the market more 
rapidly during periods of mortgage credit expansion and to withdraw more 
rapidly during periods of contraction than do other lenders. 

Chapter 3 discusses the characteristics of the loans made and reflects the 
predominance of loans on one- to four-family dwellings. The description of loan 
characteristics contains information on the type of property, type of loan, loan 
to value ratio, contract length, and interest rates of commercial bank urban 
mortgage loans. Although the majority of loans, in terms of numbers, were 
on one- to four-family dwellings, almost one-third of the loans, in terms of 
amount, were made on properties other than one- to four-family dwellings. 
The chapter points up the differences in terms between non-insured and insured 
loans; the terms of the non-insured loans are generally more liberal than the 
insured. 

Chapter 4 examines the question as to whether differences in the conditions 
under which commercial banks made urban mortgage loans are related to their 
loan experience and discusses terms on which loans are granted. The sample 
indicates that banks more often modify original loan terms than not. Chances 
of modification increase with the length of time that the loan is on the books; 
appear to be related to the year in which the loan was made; and occur more 
frequently in banks with large or medium-sized portfolios than in banks with 
small portfolios. The chapter also shows the impact of the amortized loan on 
lending arrangements and reflects the universal tendency toward lower interest 
rates on urban mortgages. 

Chapter 5, the last, examines the urban mortgage lending operations costs 
and returns of commercial banks for the year 1946. It begins by examining the 
typical lending procedure and the methods for making sure that loans are paid 
on time. The chapter emphasizes that the experiences which were examined 
occurred in a period when activity was rising, which probably accounts for 
some of the results. However, evidence indicates that the costs incurred by 
comercial banks in the operation of mortgage loan departments is in the range 
of 1.25 per cent to 1.50 per cent of the amount of the average loan investment 
in years of relatively high lending activity. The average net return for banks 
reporting was almost exactly 3.0 per cent. 

Unfortunately, the wealth of statistical data in the volume can only be hinted 
at in this review and the examples given are intended to indicate only roughly 
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the kinds of findings developed in the study. The presentation leaves the reader 
free to relate the findings of the study to the urban mortgage market and to 
the practices of other urban mortgage lenders. 

Because of the modest size of the book and the minimum amount of inter- 
pretation, the volume suffers by comparison with the study of the mortgage 
lending experience of mutual savings banks.1 When this book is viewed as a 
part of the urban mortgage financing study of the National Bureau, it adds 
significant information about urban mortgage lending which must yet be syn- 
theized, compared, and interpreted. 

Frep E. Case 
University of California, Los Angeles 


1. John Lintner, Mutual Savings Banks in the Savings and Mortgage Market (Cam- 
bridge, Mass.: Harvard University Press, 1948). 
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Buck, A. E. Budgeting and Financial Management of the City of New York. 
(“Technical Monograph,” No. 4.) New York: Mayor’s Committee on 
Management Survey of the City of New York, 1952. Pp. xi+90 (paper). 


This valuable factual study concludes with numerous suggestions for im- 
proving budget administration and control. 


Davipson, SrpnEyY. The Plant Accounting Regulations of the Federal Power 
Commission. (“Michigan Business Studies,” Vol. XI, No. 1.) Ann Arbor: 
University of Michigan Press, 1952. Pp. 163. $2.00 (paper). 


The effectiveness and the shortcomings of the accounting system prescribed, 
and the regulations adopted, by the Commission for utility companies are 
critically examined in this study. 


Leavitt, JoHN A., and Hanson, Cart O. Problems in Money and Bank Credit. 
New York: Prentice-Hall, Inc., 1952. Pp. ix+222. $2.75 (paper). 


The 35 problems in this workbook are well organized. Each problem is made 
meaningful by presenting first a paragraph or so of text material on some 
basic aspect of money and banking, then an exercise, and finally several per- 
tinent questions. 


MILLETT, JoHN D. Financing Higher Education in the United States. New 
York: Columbia University Press, 1952. Pp. xix+503. $5.00. 


This work continues the general report of the Commission on Financing 
Higher Education, and brings together the results of the staff research work 
on the objectives of higher education, costs and administration, sources of 
income, and possibilities for future financing. 


Quinto, LEON Jay. Municipal Income Taxation in the United States. (‘Techni- 
cal Monograph,” No. 2.) New York: Mayor’s Committee on Management 
Survey of the City of New York, 1952. Pp. x+ 1/16 (paper). 


Based upon data gathered principally in the field, this study presents the 
experience of eight cities with municipal income taxation, and discusses the 
possibilities and limitations of this source of local revenue. 


REPORT OF THE COMMISSION OF FINANCING HIGHER EpucaTIoNn. Nature and 
Needs of Higher Education. New York: Columbia University Press, 1952. 
Pp. xi+191. $2.50. 

The financial needs of higher education cannot be met by cost reductions and 
should not be met by federal subsidy, but by increased support from business, 
unions, successful individuals, churches, private foundations, and state govern- 
ments. 


RoBerTson, D. H. Utility and All That. New York: Macmillan, 1952. Pp. 206. 
$3.50. 
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This valuable collection of 16 papers, originally written by Professor Robert- 
son in the years 1945-1951, is grouped into four sections concerned with funda- 
mentals, capital and interest, international economic relations, and money. 


SuTTon, JosepH H. The Prosperity Dilemma. Kansas City, Missouri: Brown- 
White-Lowell Press, 1953. Pp. ix+130. $6.00. 


The dilemma, according to the author, is that commerce prospers only as 
long as the supply of money is increasing; but if the supply of money increases 
continuously, it will eventually lose its exchange value entirely. 


Vickrey, WILLIAM S. The Revision of the Rapid Transit Fare Structure of the 
City of New York. (“Technical Monograph,” No. 3.) New York: Mayor’s 
Committee on Management Survey of the City of New York, 1952. Pp. 
xii+156 (paper). 


Perhaps the most important single factor in New York City’s financial prob- 
lem is the rapid transit deficit. The present flat-rate fare might well be replaced 
by a zone-time fare structure which would take into account the length and 
location of the ride and the hour of the day. 

CLyDE WILLIAM PHELPS 
University of Southern California 
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